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H.R.  Harmer,  Inc.  and  Archives  International,  LCC  are  proud  to  present . 


This  is  the  third  sale  of  archival  material  from  the  fabled  archives  of  the  American  Bank  Note 
Company  and  its  predecessor  companies  that  we  have  had  the  honor  to  disperse  in  the  last 
14  months.  We  are  in  the  process  of  finishing  up  the  catalog  and  anticipate  close  to  2,700  lots 
of  Foreign  and  U.S.  banknotes,  vignettes,  stocks,  bonds  and  security  printing  ephermera  that 
will  be  included  in  this  historic  sale.  Additionally,  this  sale  will  include  a significant  number  of 
disovery  pieces  new  to  the  collecting  community.  Here  are  a few  highlights  from  this  sale: 

■ $1,000  4th  issue  U.S.  Liberty  Loan  Bond  from  1918  and  numerous  other  U.S  Federal  Bond  items 
1 Extremely  rare  500,000  Pound  Sterling  issued  & uncancelled  Russian  Gov.  Bearer  bond  from  1917 

■ 240+  lots  of  proof,  specimen  and  essay  banknotes  from  China 
60  lots  of  Greece  banknote  progressive  proofs  from  a new  find 
75+  lots  of  Haiti  and  Dominican  Republic  proofs,  specimens  and  production  material 
75+  lots  of  Mexico  proofs,  specimens,  banknotes  and  production  material 
60  lots  of  Canada  banknote,  stock. and  bond  proofs,  specimens  and  archival  production  material 

■ 50+  lots  of  Philippines  Essay  specimen  and  proof  banknotes 
40+  lots  of  Russian  proofs,  specimens  and  issued  banknotes 
1 Over  1,000  lots  of  specimen,  proof  and  issued  stocks  and  bonds  including  railroads, 

mining,  foreign,  aviation  and  numerous  interesting  and  exciting  scripophily  items 

For  more  information  and  a preview  of  these  rare  & unique  items 

wvMMMnMMietlMMMi 

Please  email  Dr.  Robert  Schwartz  at  Robert@abnharmerauctions.com 
to  be  included  on  the  auction  update  email  list. 

Phone:  1 -203-702-8490  • Toll  Free:  1 -800-522-1 607  • Fax:  1-203-791-1832 


H.R.  Harmer,  Inc. 
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Risk  Management 

Give  Us  A Try' 

Saperston  Asset  Management 

A Full  Service  Brokerage. 

Member:  NASD.  SI  PC.  MSRB. 

Your  local  source  for  investment  planning. 

716-854-7541 


In  the  search  for  property,  it  's 

Saperston  Real  Estate 

Serving  The  Industrial  Commercial  Real  Estate  Markets. 

716-847-1100 

• 

In  the  pursuit  of  better  business,  it's 
Saperston  Management 

For  Tax  Assistance,  Payroll  Services. 
Bookkeeping  & Financial  Reporting. 
716-854-75-al 


“The  Dollar  Doctor” 

Listen  t<  > the  M W DOLLAR  DOCTOR  RADIO  SHOW 
with  a call-in  format  each  Saturday  10  am  to  11  am 
on  WWKB  1520  AM 


1-800-879-7541 


172  LAKE  STREET  • HAMBURG 
Visit  Our  Website:  www.saperston.com 
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Message  to  Members 

Lee  Kjelleren,  President  and  CEO 


Museum  staff  members  Kristin  Aguilera,  Lee  Kjelleren,  Jeanne  Driscoll 
and  Bill  Whitlock  with  Berkshire  Hathaway  Chairman  Warren  Buffett. 


Visitors  to  the  Museum  of 
American  Finance  often  ask  about 
the  Crashes  of  1929  and  1987,  the 
provenance  of  the  60  lb.  gold  bar  from 
the  California  gold  rush,  and  the  legal 
tender  status  of  the  $5,000  and 
$10,000  bills  displayed  in  our  Money 
exhibit.  We  receive  inquiries  about  the 
origins  of  the  word  “dollar”  and  our 
George  Washington  signed  bond  that 
bears  the  first  use  of  the  dollar  sign  on 
a U.S.  federal  document.  And  they  ask 
about  current  financial  issues  that 
affect  their  personal  prospects  and 
financial  future. 

They  want  to  know  what  has  trig- 
gered the  current  housing  meltdown, 
recession  and  financial  turmoil  (which 
the  Bank  for  International  Settlements 
has  recently  called  the  most  serious 
financial  “turbulence”  since  the  second 
World  War).  The  eroding  value  of  their 
homes,  as  millions  have  slid  into  fore- 
closure over  the  last  18  months,  is 
clearly  on  visitors’  minds.  They  have 
wondered  about  the  subprime  mort- 
gage debacle  and  related  securitization 
process  and  how  they  set  off  U.S.  and 
global  shocks  of  such  unusual  magni- 
tude. They  want  to  understand  how  a 
sharp  downturn  in  housing  prices  led 
to  the  economy  appearing  to  stall,  with 
80,000  jobs  lost  in  March  2008  — the 
biggest  monthly  drop  in  five  years. 

Indicative  of  the  current  financial 
crisis  are  the  losses  (and  request  for 
resignation  of  the  CEOs)  of  Citigroup, 
UBS  and  Merrill  Lynch.  Citigroup  has 
reported  losses  as  of  April  of  $41  bil- 
lion and  UBS  $38  billion.  A UBS  bank 
report  described  a reckless  and  “blind 
drive  for  revenue,”  poor  risk  control 
and  “inappropriate  risk  metrics” 
which  negated  all  profits  of  the  Swiss 
giant  since  2004.  With  a total  of  $80 


billion  in  subprime  mortgages,  further 
losses  are  likely. 

Merrill  Lynch  lost  $32  billion  and 
reported  a third  straight  quarterly  net 
loss  — unprecedented  in  the  past  80 
years  for  Merrill.  By  any  reasonable 
standard  of  risk  management,  Merrill’s 
actions  in  pushing  subprime  lending 
and  producing  mortgage  backed  bonds 
even  when  doing  so  was  clearly  so  risky, 
was  unacceptable.  Their  head  of  market 
risk  management  resigned  in  protest 
over  his  ignored  objections  (and  was 
only  recently  hired  back).  At  the  height 
of  their  profitable  subprime  lending  in 
2005,  Merrill’s  top  five  executives  were 
paid  a total  of  $170  million. 

More  than  40  financial  institutions 
from  Wall  Street  to  Main  Street  are 
known  to  have  material  losses  to 
date.  Bank  of  America  lost  $15  bil- 
lion, Morgan  Stanley  $12.6  billion,  JP 
Morgan  Chase  $9.7  billion  and  Deutsche 


B 


Bank  $7.5  billion,  as  well  as  regionals 
like  Washington  Mutual  and  brokers 
like  Countrywide. 

A recent  IMF  report  highlighted  the 
problems  evolving  front  the  subprime 
foreclosure  situation:  “Excessive  risk 
taking”  and  “weak  underwriting” 
regarding  financial  institutions,  and 
being  too  complacent  about  liquidity 
risks  (if  one  runs  out  of  cash).  Bear 
Stearns  went  from  $12  billion  in  cash 
or  equivalents  to  $2  billion  one  day  in 
March,  and  the  fifth  largest  invest- 
ment bank  had  to  be  sold  in  a fire  sale 
over  the  weekend  to  avoid  a negative 
domino  effect  in  the  financial  markets 
if  it  were  forced  into  bankruptcy. 

In  the  next  issue  of  Financial  History 
I will  attempt,  as  I do  for  visitors,  to 
provide  some  financial  understanding 
of  the  basic  causes  and  implications  in 
which  financial  institutions  took  some 
$300  billion  in  losses  since  the  summer 
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of  2007.  My  views  are  personal  and  do 
not  reflect  Museum  policy.  They  are 
derivative  in  nature,  and  not  original, 
but  having  followed  real  estate  trends 
since  writing  a paper  for  the  FDIC  17 
years  ago  on  the  devastating  collapse  of 
the  U.S.  commercial  real  estate  market, 
I have  some  comfort  as  a student  of 
real  estate  trends  and  forces  at  play. 

I will  note  the  real  estate  parallels 
to  1991  and  today,  when  markets 


were  overbuilt,  overpriced  and  over- 
leveraged, and  bank  lending  was 
clearly  not  a model  of  risk  manage- 
ment. I will  explain  how  the  housing 
crisis  by  the  spring  of  2007  could  be 
attributed  to  numerous  factors,  but 
the  primary  driving  force  was  the  rate 
of  foreclosures  on  subprime  mort- 
gages. And  1 will  discuss  the  problem- 
atic roles  of  adjustable  rare  mortgages, 
the  loosening  of  underwriting  credit 


standards  and  risk  management,  and 
the  effect  of  securitization,  automated 
credit  approvals,  rating  agency  com- 
plicitness  and  broker  fees  in  creating 
the  original  basis  of  what  may  likely 
be  a prolonged  recession. 

For  more  information  on  this  sub- 
ject, or  to  receive  a copy  of  this  article 
prior  to  the  publication  of  our  sum- 
mer issue,  please  e-mail  me  at 
lkjelleren@financialhistory.org.  on 


The  Museum  would  like  to  thank  these  members  for  their  generous  recent  gifts: 


S2y,ooo+ 

Citigroup,  Inc. 

Goldman  Sachs  8c  Co. 

John  and  Diana  Flerzog 
Morgan  Stanley 

New  York  Mercantile  Exchange 
NYSE  Foundation 
Securities  Industry  and 
Financial  Markets  Assn. 

Donald  Stone 
Zweig-DiMenna,  LLP 

Si  0,000+ 

American  International  Group 
Theodore  R.  Aronson 
The  Blackstone  Group 
CFA  Institute 

David  N.  Deutsch  8c  Company  I LC 

Geduld/Cougar 

Knight  Capital  Group,  Inc. 

NEMCO  Brokerage,  Inc. 

The  Northern  Trust  Company 
NYSE  Euronext 
Robert  Schatzman 
Muriel  Siebert  & Co.,  Inc. 

Standard  8c  Poor’s 
The  Starr  Foundation 

Sj,ooo+ 

Mr.  and  Mrs.  William  Behrens 
LaBranche  8c  Co. 

John  G.  Layng 
Lehman  Brothers  Corp. 

The  London  8c  Amsterdam 
Trust  Company  Ltd. 

The  Reserve 
Lief  D.  Rosenblatt 
D.  Jack  Smith 

Si, 000+ 

Burt  Alimansky 
Thomas  J.  Asher 
Jonathan  L.  Auerbach 
Edith  Bartley 


Andrew  M.  Blum 
Batya  Borowski 
Barbara  Brown 

Mr.  and  Mrs.  Donald  L.  Calvin 

John  Crocker 

William  H.  Donaldson 

David  Earls 

Martin  S.  Fridson 

John  Giesea 

Lawrence  Golding 

Richard  T.  Gregg 

George  M.  Jones,  111 

Myron  Kandel 

Alexandra  Lebenthal 

Dina  Lee 

Bobye  l ist 

John  Malvey 

Deborah  Mida  nek 

William  A.  Porter 

Ravi  Sharma 

Thomas  Shevlin 

Mr.  and  Mrs.  Kevin  Shine 

Walter  V.  Shipley 

Lorin  Silverman 

J.  Peter  Simon 

Roy  C.  Smith 

Mr.  and  Mrs.  Joseph  Steinberg 

Jolyon  Stern 

Richard  Sylla 

David  M.  Taylor 

Donald  El.  Weeden 

John  C.  Whitehead 

Don  Williams 

Mr.  and  Mrs.  Ken  Winans 

Stephen  M.  Winningham 

S500+ 

Edward  I.  Altman 
Norman  E.  Asher 
Judith  Balcerzak 
Jim  Bolin 

Jay  A.  Buckingham 
Charles  Calomiris 


E.  John  Finn 

Anne  Foley 

Robert  N.  Gordon 

Allan  Grody 

Lacy  Herrmann 

Mr.  and  Mrs.  Scott  Hirsch 

John  W.  Jackson 

Mr.  and  Mrs.  Herbert  Kay 

Mr.  and  Mrs.  Allan  M.  Keene 

Carol  S.  Kostik 

Karen  Lazarovic 

A.  Peter  Low 

Mr.  and  Mrs.  Jeffrey  Lynford 

John  A.  Manley 

Michel  Marks 

Edgar  M.  Masinter 

James  W.  Needham 

Mr.  and  Mrs.  David  Offensend 

Martin  A.  Packouz 

Donald  Parisi 

Mr.  and  Mrs.  Otis  Pearsall 

Charles  J.  Plohn,  Jr. 

Maxine  L..  Rockoff 
James  Rossman 
John  Rotondi 
Mark  R.  Shenkman 
William  Si  1 ber 
Harry  Spring 
Umit  Taftali 

Mr.  and  Mrs.  Mark  Tomasko 
Brian  F.  Trumbore 
Paul  Volcker 
John  L.  Watson,  III 
Alison  Winter 
Alexander  Wohlgemuth 
Mr.  and  Mrs.  Richard  Yancey 
Jason  Zweig 

The  Museum  thanks  all  contributors  for 
their  continued  support.  To  learn  how  you 
or  your  organization  can  participate  in  the 
Museum’s  program,  educational,  and  service 
mission,  please  call  21  2-908-4694. 
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Founder’s  Letter 


By  John  E.  Herzog,  Founder  and  Chairman 


The  year  2008  will  be  remembered 
in  the  history  of  this  Museum  as  being 
the  moment  a small  but  important 
institution  took  its  place  on  the  larger 
stage  of  Wall  Street  and  became  a truly 
national  institution. 

For  me,  the  opening  of  the  new 
building  provided  the  opportunity  to 
reflect  on  the  many  changes  that  have 
occurred  at  the  Museum  over  the  past 
20  years.  I look  back  on  the  last  two 
decades  and  vividly  remember  the 
moment  I was  first  struck  by  the  idea 
for  a museum  about  financial  history. 
It  was  shortly  after  the  Crash  of  1987, 
when  there  was  a lot  of  confusion, 
many  questions  and  new  developments 
in  the  financial  services  industry.  For 
some  reason,  the  change  that  is  fresh- 
est in  my  mind  was  the  daily  report  on 
the  yen-dollar  relationship  which  was 
part  of  the  morning  news  that  served 
as  our  alarm  clock. 

The  idea  was  followed  by  a lot  of 
effort  on  the  part  of  my  wonderful 
assistant  and  me,  and  there  was  quite  a 
bit  of  soul  searching  on  my  part.  I also 
asked  many  close  friends  and  col- 
leagues what  they  thought  of  the  con- 
cept of  such  a museum.  Most  were 
encouraging,  and  in  typical  optimistic 
enthusiasm  I started  the  project. 

I sent  a letter  to  the  other  board 
members  of  the  Securities  Industry 
Association,  asking  for  an  object  to 
exhibit,  or  some  financial  support. 
Imagine  my  surprise  when  I received 
not  only  encouragement,  but  also 
some  objects  and  funding  for  the 
Museum’s  first  exhibit.  That  exhibit 
was  viewed  by  1,000  people,  and  the 
response  was  quite  positive.  The  sec- 
ond exhibit,  the  first  in  America  to 
honor  Alexander  Hamilton  and  his 
tremendous  contributions  to  the  new 


Museum  Founder  and  Chairman  John  Herzog  with  Muriel  Siebert, 
the  first  woman  to  own  a seat  on  the  NYSE,  at  the  Museum’s  inaugural  gala. 


nation,  was  viewed  by  6,000  people. 

Coming  up  with  an  idea  of  this  sort, 
and  developing  the  vision  to  go  with  it 
has  been  an  exciting  experience.  But 
projects  like  this  require  lots  of  help, 
tender  and  thoughtful  care,  and  nur- 
turing. On  the  occasion  of  the 
Museum’s  20th  anniversary,  it  seems 
only  fitting  that  we  should  honor  those 
who  have  contributed  to  the  Museum’s 
development  over  the  past  20  years. 

That’s  what  we  will  celebrate  at  the 


Founder’s  Event  on  May  21  - all  those 
who  have  helped  build  this  institution, 
and  especially  the  trustees  who  have 
given  their  time  and  money  to  do  some- 
thing meaningful  to  benefit  all  Ameri- 
cans with  an  enhanced  understanding  of 
the  capital  markets  and  the  excellent 
financial  system  we,  as  citizens,  all  enjoy. 
Please  join  us  as  we  toast  the  hard  work 
and  accomplishment  of  the  past  board 
members,  and  rededicate  ourselves  to  an 
even  more  important  future.  HD 
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Finance  Museum  Opens  on  Wall  Street 

Niederauer  names  Museum  the  NYSE’s  de  facto  Visitors  Center 


By  Kristin  Aguilera, 

Communications  Director 

On  January  i i,  2008  the  Museum 
re-opened  in  its  new  home  at  48 
Wall  Street.  The  week-long  grand 
opening  celebration  began  with  a 
gala  honoring  John  C.  Whitehead  on 
January  7 and  culminated  with 
Museum  trustees  and  staff  members 
ringing  the  NYSE  opening  bell  a half 
hour  before  the  Museum  officially 
opened  to  the  public. 

According  to  President/CEO  Lee 
Kjelleren,  the  move  to  48  Wall  Street 
will  enable  the  Museum  to  expand  its 
reach  significantly,  giving  New  Yorkers, 
as  well  as  national  and  international 
visitors,  an  increased  awareness  to 
make  more  effective  financial  decisions. 

“As  the  only  public  and  indepen- 
dent museum  of  finance,  we  are  proud 
to  be  a guardian  of  America’s  collec- 
tive financial  memory,  while  also  serv- 


ing as  an  interpreter  of  current  finan- 
cial issues,”  Kjelleren  said.  “We  look 
forward  to  taking  our  place  among  the 
major  destinations  on  Wall  Street." 

Located  one  block  east  of  the 
New  York  Stock  Exchange,  the 
Museum  will  be  the  Exchange’s  de 
facto  visitors  center. 

“NYSE  Euronext  is  proud  of  our 
partnership  with  the  Museum  of  Amer- 
ican Finance,”  said  Duncan  L.  Nieder- 
auer, CEO,  NYSE  Euronext.  “The 
Museum  is  well  suited  to  reside  in  New 
York  and  on  Wall  Street,  and  gives  the 
public  an  opportunity  to  learn  more 
about  our  capital  markets  and  NYSE 
Euronext.  This  is  especially  important 
given  the  ever  changing  and  rapidly 
growing  global  financial  marketplace.” 

Located  in  the  historic  former 
headquarters  of  the  Bank  of  New 
York,  the  Museum  occupies  30,000 
square  feet  of  space  and  features  a 
majestic  banking  hall,  state-of-the-art 


financial  education  center,  audito- 
rium, library  and  research  facility. 
Formerly  located  in  modest  space  at 
26  Broadway,  the  Museum  has  a 20- 
year  lease  on  its  much  larger  home  on 
Wall  Street.  It  has  renovated  and 
restored  the  landmarked  space,  and 
created  engaging  and  interactive  per- 
manent exhibitions  on  the  subjects  of 
the  financial  markets,  money,  bank- 
ing, entrepreneurship  and  Alexander 
Hamilton.  The  Museum’s  new  space 
also  includes  galleries  for  changing 
exhibits  and  a theater. 

Dr.  Richard  Sy  11a  and  Dr.  Robert 
Wright,  both  financial  historians, 
authors  and  professors  at  the  NYU 
Stern  School  of  Business,  are  the  pri- 
mary curators  of  the  permanent 
exhibits.  Designed  by  the  renowned 
New  York  exhibition  design  firm 
C&G  Partners,  the  exhibits  were  built 
and  installed  by  the  award-winning 
fabrication  firm  Maltbie.  Ga 
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Museum  trustees  W stuff  member,  rung  the  NYSE  opening  bell  on  junuury  The  Museum  opens, I to  the  public  ut  4S  Well  Street  Inter  Unit  morumg. 
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NYSE  Euronext 


Images  from  the  Museum’s  Grand  Opening  at  48  Wall  Street 


Corporate  members  and  supporters  attend  the  Museum’s  inaugural  gala  on  January  7. 


Warren  Buffett,  pictured  here  with 
Financial  History  editor  Kristin  Aguilera, 
was  among  the  Museum’s  early  visitors. 


Princess  Jenkins,  one  of  the  entrepreneurs 
featured  in  the  Museum’s  permanent  exhibit 
on  entrepreneurship,  with  her  family  at  the 
Members  Reception. 


John  Whitehead  displays  a certificate  commemorating  the  John  C.  Whitehead  Award 
for  Distinguished  Public  Service  and  Financial  Leadership  at  the  Museum’s  inaugural  gala.  Left 
to  right:  Lee  Kjelleren,  President/CEO  of  the  Museum ; John  Herzog,  Chairman  of  the  Museum; 
Duncan  Niederauer,  CEO  of  NYSE  Euronext;  John  Whitehead,  former  Chairman  of 
Goldman  Sachs;  and  William  Donaldson,  27th  Chairman  of  the  SEC. 


Museum  President/CEO  Lee  Kjelleren  and  Chairman  John  Herzog  Senator  Charles  Schumer  speaks  at  the  Museum's  inaugural  gala, 

with  Brent  Glass  and  Harold  Closter  from  the  Smithsonian  Institution 
at  the  Members  Reception  on  January  10. 
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Elsa  Ruiz  Museum  of  American  Finance 


“AluMfY:  A History"  exhibit  gallery. 


Exhibit  Director  Robert  Vinci  speaks 
lit  grand  opening  press  conference  on  January  9. 


The  fin  ancial  information  section  of  the  " financial  Markets"  exhibit  explores 
the  history  of  communication  in  the  industry  from  tickers  to  a working  Bloomberg  terminal. 


Jonathan  Alger  of  C&G  Partners, 
the  Museums  exhibition  design  firm, 
speaks  at  press  conference. 


Bond  display  in  “Financial  Markets"  exhibit. 


60  lb.  gold  bar  from  the  iSyy  shipwreck  of  the  SS  Central  America 
on  display  in  the  "Money:  A History"  exhibit. 
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Museum  Launches  Henry  Kaufman  Financial 
History  and  Practices  Lecture/Symposia  Series 


By  Jeanne  Baker  Driscoll, 

Director  of  Development 

The  Museum  is  pleased  and  hon- 
ored to  announce  that  the  Henry 
& Elaine  Kaufman  Foundation  has 
funded  the  2008  Henry  Kaufman 
Financial  History  and  Practices  Fec- 
ture/Symposia  Series  at  the  Museum. 
Held  six  to  seven  times  during  the 
course  of  the  year,  these  presentations 
feature  prominent  speakers  from 
throughout  the  financial  services 
industry.  Subject  matter  for  these  talks 
and  panels  ranges  from  discussions  of 
current  financial  practices  to  assess- 
ments of  significant  events  and  indi- 
viduals in  America’s  financial  history. 

Dr.  Niall  Ferguson,  professor  of 
financial  history  at  both  Harvard 
and  Oxford  Flniversities  and  a Senior 
Fellow  at  the  Hoover  Institution, 
inaugurated  the  series  on  February 
27  with  his  talk,  “Financial  Evolu- 
tion - the  Great  Dying?”  An  over- 
flow crowd  heard  Dr.  Ferguson’s 
assertion  that  the  coming  months 
will  determine  whether  the  current 
financial  crisis  is  a true  “ice  age,”  or 
simply  a severe  winter. 

On  April  17,  historian  and  author 
Stephen  Mihm  discussed  A Nation  of 
Counterfeiters , engaging  his  audience 
with  tales  of  the  chaotic  money  situa- 
tion in  the  country  before  there  was  a 
national  currency  established  after 
the  Civil  War.  It  was  a time  when 
many  enterprising  capitalists  took  the 
phrase  “making  money”  literally. 

The  next  event  in  the  series  features 
Scott  Bittle  and  Jean  Johnson  discussing 
their  new  book  Where  Does  the  Money 
Go?  Your  Guided  Tour  to  the  Federal 
Budget  Crisis  to  be  held  on  May  15.  As 
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Niall  Ferguson  speaks  on  “Fina?icial  Evolution ” at  the  first  event  in  the  Flenry  Kaufman  series. 
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Author  Stephen  Mihm  speaks  on  "A  Nation  of  Counterfeiters"  at  the  Museum  on  April  17. 


our  fall  schedule  is  finalized,  we  will  our  website,  so  please  visit  us  online  at 
include  information  on  those  events  on  www.financialhistory.org.  ED 
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THE  MUSEUM  SHOP  COLLECTION 

INCLUDES  FINANCIALLY  INSPIRED  FINE  ART  BY  INTERNATIONALLY  RENOWNED  ARTISTS 


JOHNNY  SWING 

"The  Half  Dollar  / Butterfly  Chair" 
Stainless  truss  work, 

1,500  half  dollars,  7,000  welds 
46"W  x 32"D  x 34 "H  & 58  lbs. 


Museum  of  American  Finance 

48  Wall  Street 

New  York,  NY  10005 

financialhistory.org 

Rita  Fabris,  Shop  Manager 

shop@financialhistory.org 

212-908-4613 
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The  Playboy  and  the  Radium  Girls 

By  Dan  Cooper  and  Brian  Grinder 


A more  gruesome  experience  in  a more 
gorgeous  setting  would  be  bard  to 
imagine.  We  ivent  up  to  South  Hamp- 
ton where  Byers  had  a magnificent 
home.  There  we  discovered  him  in  a 
condition  which  beggars  description. 
Young  in  years  and  mentally  alert,  he 
could  hardly  speak.  His  head  was 
swathed  in  bandages.  He  had  under- 
gone two  successive  operations  in 
which  his  whole  upper  jaw,  excepting 
two  front  teeth,  and  most  of  his  lower 
jaw  had  been  removed.  All  the  remain- 
ing bone  tissue  of  his  body  was  slowly 
disintegrating,  and  holes  were  actually 
forming  in  his  skull. 

— Robert  Hiner  Winn  in 
Time  magazine, 
April  ii,  1932 

Radium,  in  the  early  zoth  cen- 
tury, was  considered  a medical  mira- 
cle; the  expectations  for  radium  were 
similar  to  the  hopes  we  hold  out  today 
for  stem  cell  or  DNA  research.  Soon 
after  its  discovery  in  1898  by  Marie  and 
Pierre  Curie,  radium’s  curative  powers 
had  the  scientific  community  buzzing. 
Curie-therapy  treatment  clearly  demon- 
strated radium’s  amazing  ability  to 
destroy  cancerous  tissue  especially  in 
sensitive  areas  of  the  body  where  “radi- 
cal surgery  was  difficult,  dangerous, 
and  disfiguring.”  (Macklis,  1990)  The 
Curies,  according  to  historian  Claudia 
Clark,  initially  thought  that  radium 
could  selectively  destroy  cancerous  cells 
and  enhance  the  growth  of  healthy  cells. 

According  to  oncologist  Roger 
Macklis,  “Every  important  medical 
school  sought  to  establish  a radium 
treatment  center.  At  Harvard,  the 
Huntington  Memorial  Radium  Hospital 


was  opened  in  1912  and  advertised 
radium  ward  beds  for  $3  a day.  Treat- 
ments were  given  in  private  telephone 
booth-sized  cubicles  and  the  radium 
itself  was  kept  in  a burglar-proof  con- 
crete vault.”  There  was  also  speculation 
that  radium  could  prove  beneficial  if 
taken  internally.  One  of  the  first  internal 
uses  of  radium  was  for  treating  tubercu- 
losis. Soon  radium  was  being  touted  as  a 
treatment  for  everything  from  sexual 
impotency  to  hypertension,  and  compa- 
nies began  to  produce  radium  specifically 
for  use  as  an  internal  medicine.  Mild 
radium  therapy  (small  doses  of  radium 
taken  internally  to  rejuvenate  damaged 
cells  or  tissue)  quickly  achieved  legiti- 
mate standing  in  the  medical  community. 

Of  course,  this  also  led  to  a great 
deal  of  medical  quackery.  Advertise- 
ments abounded  in  newspapers 
throughout  the  country  heralding 
radium  products  that  could  cure  just 
about  any  common  ailment  known  to 
man.  There  were  even  rumors  that 
radium,  in  combination  with  X-rays, 
could  be  used  to  turn  black  skin 
white!  (de  la  Pena,  2006)  Descriptions 
and  photos  of  some  of  the  strange 
radioactive  products  that  were  avail- 
able during  the  era  of  mild  radium 
therapy  are  available  at  the  Oak 
Ridge  Associated  Universities  web 
site.  (http://www.orau.org/PTP/collec- 
tion/quackcures/quackcures.htm) 

One  of  the  most  notorious  quacks 
was  William  J.A.  Bailey,  a Harvard 
drop-out  who  claimed  to  hold  a doctor- 
ate from  the  University  of  Vienna.  Bai- 
ley had  been  involved  in  a number  of 
fraudulent  business  schemes  prior  to  his 
foray  into  radium,  but  he  finally  hit  pay 
dirt  with  a product  he  called  Radithor. 
Radithor  was  produced  at  Bailey 
Radium  Laboratories  in  East  Orange, 


(Part  1:  The  Playboy) 


New  Jersey  and  promoted  primarily  as 
an  aphrodisiac.  Bailey  was  able  to  sell 
more  than  400,000  bottles  of  this  dan- 
gerous substance  between  1925  and 
1930.  He  evidently  purchased  radium 
and  mesothorium  from  the  U.S. 
Radium  Corporation  and  simply  mixed 
it  with  distilled  water.  According  to 
Clark,  a case  of  30  half-ounce  bottles  of 
Radithor  had  about  $3.60  worth  of 
radium  in  it.  Physicians  were  charged 
$25  for  a case  of  Radithor  and  the  gen- 
eral public  paid  $30  a case. 

Clark  also  notes  that  Bailey  had 
competitors  whose  radium  concoctions 
(fortunately  for  the  gullible  public)  did 
not  contain  any  radium  at  all.  In  1989, 
Macklis  came  across  some  empty 
Radithor  bottles  at  an  antique  shop.  He 
purchased  the  bottles,  took  them  to  his 
lab  to  test  them,  and  found  that  they 
were  “still  dangerously  radioactive.” 
(Macklis,  1993) 

Enter  the  Playboy 

Eben  Byers  was  a wealthy  captain  of 
industry.  He  was  chairman  of  the 
board  of  the  A.M.  Byers  Steel  Com- 
pany of  Pittsburgh  and  served  on  the 
boards  of  several  other  Pittsburgh- 
based  companies.  He  was  also  an  avid 
sportsman  who  in  1906  won  the 
national  amateur  golf  championship. 
In  addition  to  his  prowess  on  the  golf- 
ing green,  Byers  enjoyed  owning  race 
horses  and  was  a skilled  trap  shooter. 
When  Byers  wasn’t  running  corpora- 
tions or  engaging  in  sports  activities, 
he  was  busy  honing  his  reputation  as  a 
ladies’  man.  Macklis  has  described  him 
as  “the  personification  of  the  Roaring 
’20s.”  (Winslow,  1990)  Byers,  a rela- 
tive unknown  today,  may  be  familiar 
to  golf  enthusiasts  as  the  man  who  was 
defeated  by  legendary  golfer  Bobby 


Financial  History  ~ Spring  2008 


12 


WWW.FINANCIALHISTORY.ORG 


a 

O 

c n 


Closing  Prices  for  A.M.  Best 

Date  of  Byers's  Death 
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Jones  in  the  national  amateur  champi- 
onship of  1916  when  Jones  was  only 
14  years  old;  this  feat  was  recently 
depicted  in  the  Z004  movie  Bobby 
Jones:  A Stroke  of  Genius. 

In  1927  Byers  injured  his  arm  on  the 
train  ride  home  from  the  annual  Har- 
vard-Yale  football  game.  He  evidently 
fell  out  of  an  upper  sleeping  car  berth. 
The  injury  continued  to  bother  him  for 
some  time,  and  he  noticed  that  he  was 
feeling  a bit  sluggish.  It  was  also 
rumored  that  his  sex  life  was  suffering 
after  the  accident.  After  consulting  sev- 
eral doctors,  evidently  without  success, 
Byers  met  with  physiotherapist  Charles 
C.  Moyar  who  suggested  that  he  might 
find  relief  by  using  Radithor.  Byers 
began  to  drink  several  bottles  of  the 
elixir  every  day,  and  initially  it  seemed 
to  help.  This  apparent  success  led  Byers 
to  become  an  enthusiastic  Radithor 
endorser.  He  heartily  recommended  it 
to  his  friends  and  sent  cases  of  it  to 
some  of  them.  He  even  went  so  far  as 
to  use  it  on  one  of  his  race  horses. 

However,  after  about  two  years  and 
several  hundred  bottles  of  Radithor, 
Byers  jaw  began  to  bother  him,  and 
he  started  suffering  from  severe 
headaches.  Later  he  developed  sinusitis 
and  his  teeth  began  to  abscess.  1 lis 
friend  Mary  Hill,  whom  he  had 
encouraged  to  use  Radithor,  had  also 
fallen  ill.  Byers’s  physicians  were  baf- 
fled by  his  illness,  but  a radiologist 
who  examined  his  X-rays  noticed  there 
were  similarities  between  Byers’s  jaw 
problems  and  those  of  female  dial- 
painters  who  had  died  of  radium  poi- 
soning in  the  1920s.  A radium  laced 
paint  was  applied  by  these  workers  to 
watch  dials  in  order  to  make  them 
glow  in  the  dark.  A well-publicized 
trial  in  the  late  1920s  had  brought  a 
great  deal  of  attention  to  the  plight  of 
the  “Radium  Girls,”  but  Byers  had 
either  ignored  this  trial  or  failed  to 
connect  the  radium  poisoning  of  these 
working  class  women  to  his  own  con- 


sumption of  a radium  laced  product 
that  had  been  recommended  by  his 
doctor.  Consultation  with  Dr.  Freder- 
ick B.  Flinn,  a physiologist  from 
Columbia  University  who  had  worked 
on  the  dial  painter  case,  confirmed  that 
Bvers  was  dying  of  radium  poisoning. 
Byers’s  personal  physician,  however, 
refused  to  accept  the  diagnosis. 

But  Flinn  was  right,  and  Byers  con- 
tinued his  downward  spiral  toward  the 
inevitable.  In  the  meantime,  the  Federal 
Trade  Commission,  partially  because 
of  Byers’s  illness,  began  investigating 
some  of  the  questionable  claims  made 
in  Radithor  advertisements.  A hearing 
began  in  1930  with  expert  testimony 
both  for  and  against  the  internal  use  of 
radium.  Dr.  Flinn  appeared  as  a witness 
against  the  use  of  Radithor.  Byers  was 
also  scheduled  to  testify,  but  since  he 
was  too  ill  to  travel  attorney  Robert 
Hiner  Winn  was  sent  to  his  Southamp- 
ton estate  to  take  his  testimony.  In 
December  of  1931,  the  FTC  issued  a 
cease-and-desist  order  against  Bailey, 
but  by  then  he  had  already  stopped 
producing  Radithor. 

The  end  came  for  Byers  on  March 
30,  1932.  He  was  51  years  old.  His 
death  from  radium  poisoning  was  front 
page  news  in  the  April  1st  edition  of 
rhe  New  York  Times.  An  autopsy,  as 
reported  by  Time  magazine,  “revealed 
that  he  had  only  six  teeth  left.  Both 
jaws  were  rotted.  His  brain  was 


Date 

abscessed.  Distributed  through  his 
bones.. .were  36  micrograms  of  radium. 
Ten  micrograms  is  a fatal  quantity.” 
Mary  Hill  had  died  the  previous  fall 
from  radium  poisoning  and  friends, 
according  to  Time , were  “gravely  wor- 
ried.” Friends  and  family  alike  were 
concerned  that  the  mysterious  disease 
might  be  contagious.  The  Literary 
Digest  noted  a “chill  of  apprehension 
over  rhe  country”  after  Byers  death. 
Byers’s  company  also  suffered  a blow 
as  its  stock  lost  about  a third  of  its 
value  in  the  days  following  his  passing. 
The  tragic  and  mysterious  death  of  a 
key  executive  in  the  midst  of  the  Great 
Depression  only  served  to  compound 
the  company’s  troubles. 

Byers’s  death  led  to  the  end  of  the 
use  of  radioactive  patent  medicines. 
The  FTC  reopened  its  investigation 
after  Byers  died,  and  the  Federal  Drug 
Administration  used  Byers’s  death  to 
gain  more  control  over  the  medicinal 
use  of  dangerous  substances  such  as 
radium.  A May  12,  1932  headline 
from  The  New  York  Times  noted  a 
meeting  of  prominent  doctors  from 
around  the  world  whose  sole  purpose 
was  to  ban  radium  water.  Regulations 
were  quickly  adopted  that  killed  off 
this  dangerous  industry. 

Moyar  and  Bailey  both  questioned 
the  diagnosis  of  radium  poisoning. 
Both  drank  Radithor  regularly  and 
surprisingly  never  suffered  any  ill 

continued  on  page  j s 


WWW.FINANCIAI.HISTORY.ORG 


13 


Financial  History  - Spring  2008 


Cementing 
the  Union 

By  Robert  E.  Wright 


Alexander  Hamilton  and  Thomas  Jefferson  dis- 
agreed ABOUT  MANY,  NAY  MOST,  POLICY  MATTERS. 
“The  Little  Lion,”  as  friends  called  Hamilton,  favored 
Britain  over  France,  sought  to  build  a relatively  robust 
national  government,  and  opposed  slavery.  “The  Sage 
of  Monticello,”  as  friends  called  Jefferson,  was  a Fran- 
cophile/Anglophobe  who  wanted  to  keep  the  national 
government  relatively  weak,  at  least  when  he  wasn’t  in 
charge  of  it.  While  he  was  not  pro-slavery  in  the  same 
way  as,  say,  Thomas  R.  Dew,  he  was  no  abolitionist. 
Hamilton  and  Jefferson  also  butted  heads  over  financial 
matters,  including  the  constitutionality  of  the  Bank  of 
the  United  States  and  the  desirability  of  the  national 
debt.  Jefferson  thought  the  debt  a monstrous  fraud  on 
posterity  and  urged  its  speedy  repayment.  Hamilton 
also  wanted  to  repay  the  debt  but  urged  a much  slower 
repayment  schedule. 

Historians  traditionally  have  been  very  confused  on 
this  point.  Most  have  been  content  to  simply  repeat  the 
claim  of  Jefferson,  and  his  hatchet  man  James  Callendar, 
that  Hamilton  wanted  nothing  more  than  to  enslave 
Americans  by  means  of  a standing  army,  a national 
bank,  and  a large,  perpetual  national  debt.  Instead  of 
taking  Hamilton’s  political  opponents  at  their  word,  his- 
torians should  have  looked  at  the  evidence,  which  has 
been  hidden  in  plain  sight  for  two  centuries!  It  currently 
resides  in  hundreds  of  transfer  books  located  in  the 
National  Archives  and  Records  Administration’s  Record 
Group  53.  I did  not  have  the  time,  money  or  patience  to 
transcribe  the  entire  set  of  records,  but  I did  create  a 
database  of  more  than  250,000  transactions  that  forms 
the  backbone  of  my  book,  One  Nation  Under  Debt.  " 

Where  Jefferson  and  his  followers  saw  a curse,  Hamilton 
saw  a potential  blessing,  an  opportunity  to  transform  the 
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Three  of  the  eight  murals  m the  Museum's  home  at  48  Wall  Street  depleting  the  country’s  early  economic  and  commercial  development 
l lames  Monroe  Hewlett.  1429).  Pictured  left  to  right:  Alexander  Hamilton  receives  the  Bank  of  New  York's  charter;  foreign  trade  and  the 
development  of  the  American  Merchant  Marine;  and  domestic  commerce  represented  by  agriculture  and  mining. 


new  nation's  economic  landscape. 
Hamilton  realized  that  developed 
^ economies,  ones  that  get  bigger  and 
more  efficient  most  years,  all  enjoy 
four  major  institutions:  non-predatory 
governments,  modern  financial  sectors, 
open  access  entrepreneurial  systems  and 
effective  corporate  management.  He 
devoted  his  life  to  helping  his  adopted 
land  obtain  each  of  them  and  played 
seminal  roles  in  the  development  of  the 
first  three  throughout  his  military,  polit- 
ical, business  and  administrative  careers. 
When  Hamilton  arrived  in  America  in 
1773,  h was  ruled  by  a distant  tyrant, 
possessed  only  a few  relatively  insignifi- 
cant financial  institutions,  and  its  busi- 
ness leaders  had  little  expertise  running 
large  organizations.  When  he  left  in 
1S04,  America  was  a nation  of,  for  and 
by  the  people;  enjoyed  modern  financial 
institutions  and  markets;  and  encour- 
aged a thriving  mix  of  small,  medium 
and  large-scale  entrepreneurs,  including 
over  1 00  business  corporations. 

Hamilton  knew  that  the  national 
debt  was  an  important  component  of 
that  tremendous  transformation  because 
it  strengthened  both  the  financial  and 
political  systems.  Incurred  winning 
independence  from  the  not-so-motherly 
Mother  Country,  the  debt,  at  about 
$65  million,  was  humungous  by  the 
standards  of  the  day,  a time  when 


simple  laborers  were  giddy  to  earn  a 
dollar  a week.  A lot  of  debt  meant  a 
lot  of  trading  - over  Si  5 million 
worth  by  the  end  of  1792  - which 
induced  a significant  number  of  mer- 
chants and  others  to  specialize  in  bro- 
kerage and  dealing  activities.  Their 
expertise  helped  to  spark  the  creation 
of  a broader  capital  market  that 
included  corporate  equities  (stocks) 
and,  a little  later,  corporate  bonds  and 
hybrids  (convertibles,  preferred  shares 
and  the  like).  Those  markets,  in  turn, 
made  it  much  easier  for  financial 
intermediaries,  especially  commercial 
banks  and  marine  and  fire  insurers,  to 
form  and  function.  Intermediaries  used 
the  new  capital  markets  both  to  raise 
funds  and  to  safely  park  their  excess 
cash.  Able  to  obtain  cheap  credit  and 
insurance,  entrepreneurs  blossomed 
by  forging  iron,  growing  new  types  of 
crops  and  livestock,  and  building 
bridges,  turnpikes,  canals,  wharfs, 
piers,  hotels  and  even  factories. 

All  of  that  would  have  come  to 
naught,  however,  if  the  political  system 
had  destabilized,  as  it  often  threatened 
to  do.  Our  early  politicians  liked  to  take 
pot  shots  at  each  other,  farmers  were 
fond  of  protesting  federal  taxes,  and 
state  legislatures  regularly  told  the 
national  government  to  stick  a sock  in 
it,  to  put  it  politely.  Tensions  over 


slavery  already  ran  high  in  some  quar- 
ters. New  Englanders  and  Carolinians 
had  little  in  common,  and  Westerners, 
those  hardy  souls  who  first  crossed  the 
Appalachian  Mountains,  schemed  to 
form  a nation  of  their  own. 

Not  until  the  Civil  War,  however, 
did  any  of  those  tensions  or  episodes 
prove  strong  enough  to  rip  the  coun- 
try apart.  Many  factors  were  at  play 
bur  an  important  one  was  the  national 
debt,  or  to  be  more  specific  its  wide- 
spread ownership.  “A  national  debt,  if 
it  is  not  excessive,"  Hamilton  argued, 
“will  be  to  us  a national  blessing.  It 
will  be  powerful  cement  of  our  union,” 
he  continued,  because  those  who 
owned  federal  bonds  would  naturally 
support  the  national  government.  If 
there  were  enough  federal  bondholders 
in  enough  places,  stability  would  be 
assured  because  powerful  people 
would  have  powerful  incentives  to 
ensure  that  radicals  didn’t  get  too  rad- 
ical and  crazies  didn’t  get  too  crazy. 
Hamilton’s  logic  was  impeccable,  as 
usual.  But  wasn’t  the  national  debt 
owned  by  a few  rich  bigwigs,  mostly 
in  New  York  and  Philadelphia? 
Weren’t  they  too  few  and  too  geo- 
graphically isolated  to  have  much 
influence  outside  a handful  of  major 
cities?  And  weren’t  they  from  only  the 
upper  socioeconomic  strata? 
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That  is  what  many  early  Jeffersoni- 
ans, and  their  later  scholarly  followers, 
claimed.  Robert  Livingston,  for  exam- 
ple, asserted  that  only  about  one  out  of 
every  4,000  Americans  owned  federal 
bonds.  “This  supposed  cement  will 
appear  to  consist  of  untempered  mor- 
tar,” he  mocked.  My  research  shows, 
however,  that  about  one  in  every  212 
Americans  directly  owned  a piece  of  the 
national  debt  in  the  mid-i790S.  Many 
more  owned  federal  bonds  indirectly, 
through  intermediaries  like  banks, 
insurers,  non-profit  organizations  or 
their  state  governments.  Default  on,  or 
repudiation  of,  the  nation’s  debt  would 
therefore  have  adversely  affected  almost 
all  Americans. 

The  debt  was  not  overly  concentrated 
in  a few  hands,  either.  In  a sample  of 
3,601  debt  holders  on  January  1,  1795 
only  nine  entities  owned  over  $100,000 
of  federal  bonds  each.  Most  of  the 
largest  holders  were  states,  like  Con- 
necticut, which  owned  over  $750,000 
of  Sixes,  Deferred  Sixes  and  Threes,  the 
bonds  created  by  Hamilton’s  funding 
program.  States  used  the  interest  pay- 
ments to  hold  taxes  down  or  to  extend 
services,  so  most  if  not  all  residents 
benefited  from  their  large  holdings. 
Some  corporations,  including  the  Bank 
of  the  United  States,  were  also  large 
holders,  spreading  the  benefits  of  the 
debt  to  their  numerous  shareholders. 
Some  wealthy  merchants,  like  Edward 
Fisher  of  South  Carolina,  and  foreigners, 
like  John  Hogarth  of  London,  owned 
more  than  $10,000  worth.  The  170  or 
so  in  my  sample  owned  almost  $4.2 
million  worth  all  told.  But  that  left 
plenty  of  bonds  for  smaller  investors. 
Most  individual  holders,  over  92  per- 
cent of  the  entities  in  the  sample,  held 
between  $10  and  $10,000  worth  of  the 
early  Treasuries. 

Analysis  of  the  occupations  of  fed- 
eral bondholders  on  January  1,  1795 
also  suggests  that  the  bonds  were 
widely  held  across  the  socioeconomic 
spectrum.  Of  the  1,878  bondholders  in 
the  sample,  over  439  identified  them- 
selves as  merchants,  factors  or  traders. 


Another  280  called  themselves  esquires 
or  gentlemen.  The  other  60  or  so  per- 
cent of  bondholders,  however,  came 
from  a wide  variety  of  occupations. 
They  included  attorneys,  blacksmiths, 
doctors,  farmers,  druggists,  hatters, 
housewrights,  innkeepers,  mariners, 
planters,  printers,  reverends,  tanners 
and  weavers.  Over  160  were  spinsters 
or  widows  and  almost  200  were 
estates  or  guardians.  Four  were  even 
called  “laborers”  on  the  Treasury’s 
books.  They  did  not  own  much  debt 
in  the  scheme  of  things,  but  federal 
bonds  surely  constituted  a large  per- 
centage of  their  assets  so  they  would 

“A  national  debt , if  it  is 
not  excessive , will  be  to 
us  a national  blessing. 
It  will  be  powerful 
cement  of  our  union  ” 

— Alexander  Hamilton 


have  fought  as  hard  to  keep  it  as  any 
big  gentleman  investor  would  have. 

The  geographical  dispersion  of 
early  federal  bondholders  is  even 
more  impressive.  Table  8 in  One 
Nation  Under  Debt,  which  shows  the 
residences  of  federal  bondholders  on 
January  1,  1795,  runs  for  11  printed 
pages  and  includes  communities  from 
Accomack  County,  Virginia  to  York 
County,  Pennsylvania.  Table  16  from 
that  work,  reproduced  here  as  Table 
1,  shows  the  dispersion  of  federal 
bondholders  in  Virginia  throughout 
the  life  of  the  first  national  debt, 
which  was  officially  paid  off  in  full  at 
the  end  of  1834.  Every  major  region 
of  the  Old  Dominion,  including 
NOVA,  the  Southside,  the  area  that 
became  West  Virginia,  the  Shenan- 
doah Valley  and  Central  Virginia,  the 
stomping  grounds  of  Jefferson,  James 
Madison  and  James  Monroe,  are  all 
amply  represented. 
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Of  course  nobody  owned  federal 
bonds  because  they  wanted  to  have  an 
incentive  to  support  the  national  gov- 
ernment. Instead,  they  held  them 
because  they  were  great  investments. 
For  starters,  they  paid  interest  punctu- 
ally four  times  a year.  Once  a year, 
Sixes  also  repaid  two  percent  of  their 
principal.  That  feature,  designed  by 
Hamilton  to  ensure  the  slow  but  steady 
pay  down  of  the  debt,  complicated 
matters  for  investors  but  appears  not 
to  have  injured  the  liquidity  of  the 
bonds,  which  could  be  quickly  sold  at 
a good  price  in  any  of  America’s  early 
cities.  In  fact,  some  investors  held  the 
bonds  as  a sort  of  secondary  reserve, 
as  an  interest-paying  resource  that 
could  be  sold  if  personal  finances  or 
the  macroeconomy  soured.  Like  Trea- 
suries today,  early  government  bonds 
tended  to  appreciate  in  tough  times 
because  investors  already  saw  them  as 
a safe  haven  in  a heartless  world. 

Other  investors  bought  federal 
bonds  only  to  sell  them  again  soon 
afterward.  Although  decried  as  “spec- 
ulators” or  “stock-jobbers,”  frequent 
traders  helped  to  maintain  market  liq- 
uidity and  efficiency.  Arbitrageurs, 
people  who  bought  bonds  in  one  state 
and  sold  them  soon  after  for  a higher 
price  in  another  state,  also  bolstered 
the  efficiency  of  the  market.  Long-term 
investors,  often  widows,  orphans, 
estates  and  non-profits,  played  an 
important  stabilizing  role,  especially 
during  the  Panic  of  1792,  the  most 
severe  test  of  the  newborn  financial 
system.  By  refusing  to  succumb  to 
temporary  fears  and  holding  firm, 
they  helped  to  stymie  a precipitous 
slide  in  securities  prices  that  could 
have  had  disastrous  consequences  for 
the  nation’s  nascent  financial  system. 

One  of  the  most  interesting  of  those 
long-term  investors  was  Charles  Dab- 
ney of  Hanover  County,  Virginia.  The 
son  of  a prominent  planter,  Dabney 
was  born  in  1745.  By  the  late  colonial 
period,  he  was  an  important  planter, 
co-partner  in  a blacksmith  shop,  a 
parish  vestryman,  and  a justice  of  the 
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Table  i:  Residences  of  Federal  Debt  Holders 
Who  Registered  Their  Bonds  in  Virginia,  1790-1834 


Residence 

(VA  unless  otherwise  noted) 

#of 

Debt 

Holders 

% of 

Debt 

Holders 

Manchester 

26 

1.64 

Maryland 

2 

0.13 

Mathews  County 

2 

0.13 

Mecklenburg  County 

4 

0.25 

Middlesex 

2 

0.13 

Monongalia  County 

1 

0.06 

Montgomery  County 

2 

0.13 

Nansemond  County 

3 

0.19 

New  Jersey 

1 

0.06 

New  Kent  County 

20 

1.27 

Newport 

1 

0.06 

New  York  City 

28 

1.77 

New  York  State 

3 

0. 1 9 

Norfolk 

122 

7.72 

Norfolk  County 

4 

0.25 

North  Carolina 

2 

0.13 

Northampton  County 

10 

0 63 

Northumberland  County 

2 

0.13 

Nottaway  County 

3 

0.19 

Ohio  County 

1 

0.06 

Orange  County 

9 

0 57 

Patrick  County 

1 

0.06 

Pennsylvania 

5 

0.32 

Petersburg 

70 

4.43 

Philadelphia,  Pa. 

37 

2.34 

Pittsylvania  County 

2 

0.13 

Port  Royal 

1 

0.06 

Portsmouth 

5 

0 32 

Powhatan  County 

1 1 

0.70 

Prince  Edward  County 

1 1 

0.70 

Prince  George  County 

13 

0.82 

Prince  William  County 

3 

0 19 

Princess  Ann  County 

2 

0 13 

Providence,  R 1 

1 

0.06 

Richmond 

231 

14  61 

Richmond  County 

17 

1.08 

Rockbridge  County 

22 

1.39 

Rocketts 

1 

0.06 

Rockingham  County 

2 

0.13 

Shenandoah  County 

1 

0.06 

Shirley 

1 

0 06 

Smithfield 

2 

0 13 

Southampton  County 

13 

0.82 

Spottsylvania  County 

7 

0 44 

St  Petersburg 

~T~ 

0.06 

Stafford  County 

7 

0.44 

Staunton 

0.19 

Suffolk 

1 

0 06 

Sullivan  County,  SW  Territory 

1 

0.06 

Surry  County 

12 

0.76 

Sussex  County 

2 

0.13 

Tappahannock 

1 

0.06 

Virginia 

74 

4.68 

Warwick  County 

5 

0 32 

Washington  County 

3 

0 19 

Western  Territory 

1 

0.06 

Westmoreland  County 

7 

0.44 

Wilkes  County,  Ga. 

1 

0.06 

Wilkes  County 

1 

0.06 

Williamsburg 

53 

3.35 

Wilton 

1 

0.06 

Winchester 

1 1 

0.70 

Woodford  County 

1 

0.06 

Wythe  County 

1 

0.06 

York  County 

7 

0.44 

Yorktown 

14 

0.89 

1,580 

100 

Residence 

(VA  unless  otherwise  noted) 

#of 

Debt 

Holders 

% of 
Debt 
Holders 

Accomac  County 

15 

0.95 

Albemarle  County 

22 

1.39 

Alexandria 

24 

1.52 

Amelia  County 

9 

0.57 

Amherst  County 

10 

0.63 

Amsterdam,  Netherlands 

2 

0.13  | 

Annapolis,  Md. 

6 

0.38 

Augusta  County 

32 

2.02 

Baltimore,  Md. 

30 

1 90 

Bedford  County 

5 

0.32 

Berkley  County 

1 1 

0 70 

Boston,  Mass. 

3 

0 19 

Botetort  County 

7 

0 44 

Brandon 

2 

0 13 

Brunswick  County 

6 

0 38 

Buckingham  County 

6 

0.38 

Camden  County,  S.C. 

1 

0 06 

Campbell  County 

5 

0.32 

Caroline  County 

30 

1.90 

Charles  City  County 

9 

0 57 

Charlotte  County 

6 

0.38 

Charlottesville 

1 

0 06 

Chesterfield  County 

18 

1.14 

Culpeper  County 

15 

0.95 

Cumberland  County 

1 1 

0 70 

Dinwiddie  County 

11 

0.70 

Dobbs  County,  N.C. 

1 

0.06 

Dumfries 

13 

0.82 

Dunkirk 

1 

0.06 

Elizabeth  City  County 

5 

0.32 

Essex  County 

7 

0 44 

Fairfax  County 

11 

0 70 

Falmouth 

4 

0.25 

Fauquier  County 

21 

1.33 

Fayette  County 

2 

0 13 

Fluvanna  County 

1 

0.06 

Franklin  County 

3 

0 19 

Frederick  County 

1 1 

0.70 

Fredericksburg 

35 

2.21 

Georgetown,  Md 

2 

0.13 

Georgia 

1 

0.06 

Glasgow,  Scotland 

1 

0 06 

Gloucester  County 

15 

0 95 

Goochland  County 

8 

0.51 

Greenbrier  County 

5 

0 32 

Greensville  County 

2 

0 13 

Halifax  County 

8 

0.51 

Hampshire  County 

1 

0 06 

Hampton  County 

8 

0.51 

Hanover  County 

43 

2.72 

Hardy  County 

3 

0.19 

Harrison  County 

1 

0 06 

Henrico  County 

20 

1.27 

Henry  County 

1 

0 06 

Isle  of  Wight  County 

12 

0.76 

James  City  County 

13 

0 82 

Jefferson  County 

5 

0.32 

Kentucky 

5 

0.32 

King  and  Queen  County 

21 

1.33 

King  George  County 

8 

0.51 

King  William  County 

18 

1.14 

Lancaster  County 

6 

0.38 

London,  England 

17 

1.08 

Loudon  County 

9 

0.57 

Louisa  County 

17 

1.08 

Lunenburg  County 

3 

0.19 

peace.  He  considered  Virginia,  not 
Britain,  his  homeland.  Unsurprisingly, 
he  joined  the  rebellion,  eventually 
forming  his  own  eponymous  legion. 
Dabney's  legion  joined  the  Continental 
Army  in  the  Virginia  State  Regiment 
just  in  time  to  take  part  in  the  super- 
heated battle  at  Monmouth,  New  Jer- 
sey in  1778.  The  following  year,  Dab- 
ney and  his  men  fought  under  Anthony 
Wayne  at  Stony  Point,  said  to  be  “one 
of  the  most  daring  and  hazardous 
enterprises  undertaken  during  the 
war.”  In  a brilliant  and  bloody  bayonet 
attack,  Dabney’s  legion  stormed  and 
quickly  seized  a well-garrisoned  fortress. 
At  Yorktown,  Dabney’s  bravery  recon- 
noitering  British  breastworks  came  to 
the  attention  of  Hamilton  himself.  In 
September  1782,  the  large  and  athletic 
Dabney  had  to  put  down  a small 
mutiny.  Keeping  his  ragtag  little  army 
together  grew  increasingly  difficult, 
but  he  somehow  succeeded. 

After  the  war,  Dabney  visited  the 
western  lands  his  military  service  enti- 
tled him  to.  He  sold  them  for  a pittance, 
likely  because  he  had  encountered  too 
many  hostile  Indians  and  too  few 
bridged  rivers  during  his  trip.  In  1791, 
the  state  agreed  to  reimburse  him  some 
£1,900  (Virginia  currency,  which  is  to 
say  $6,333.33)  f°r  his  legion’s  services 
during  the  war.  Dabney  wasted  no 
time  converting  the  debt  into  federal 
bonds  under  the  terms  of  Hamilton’s 
assumption  plan.  He  also  made  addi- 
tional purchases  in  the  open  market, 
accumulating  between  January  1791 
and  September  1802  some  $14,434.01 
of  Sixes,  Threes  and  Deferred  Sixes  in 
21  transactions. 

He  stashed  his  bonds  under  the 
books  on  the  left  hand  side  of  his  book- 
case. He  kept  some  gold  in  the  bookcase 
too,  and  also  in  a trunk,  but  hid  his  sil- 
ver in  a desk  drawer  and  a shot  bag. 
(Dabney  was  an  avid  hunter.)  Money  for 
his  1795  federal  bond  purchases  came 
directly  from  the  proceeds  of  the  sale  of 
some  of  his  western  lands.  He  converted 
$1,500  of  his  Threes  into  Converted  6s 
in  October  1 807  but  held  tightly  to  the 
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rest  of  his  portfolio.  In  1812  he  began  to 
divest  by  selling  his  Converted  6s.  In 
1818  he  sold  almost  $9,000  of  his  Sixes 
and  in  1824  the  government  redeemed 
the  balance  of  his  portfolio. 

Unlike  most  other  Federalists,  Dab- 
ney disliked  cities,  even  Williamsburg 
and  Richmond.  So  he  generally 
eschewed  politics  and  had  one  of  his 
young  relatives,  Billy  Dabney,  draw  his 
interest  for  him  in  Richmond.  Although 
not  highly  formally  educated,  Dabney 
had  an  excellent  “natural  understand- 
ing” and  a “large  stock  of  valuable 
knowledge,”  including  an  effective 
hemorrhoid  treatment.  Unsurprisingly, 
his  neighbors  frequently  consulted  him 
on  important  issues.  Dabney  was  also 
said  to  possess  “a  thorough  knowledge 
of  human  nature”  that  led  him  to  forge 
an  unusual  relationship  with  his  slaves. 
Instead  of  whipping  his  slaves,  Dabney 
credited  them  wages  for  the  year,  but 
made  deductions  whenever  they  misbe- 
haved. Each  Christmas  season,  he  set- 
tled the  balance  due  in  cash.  Also,  he 
paid  his  overseer  on  a salary  plus  com- 
mission basis  rather  than  a salary  only, 
a tactic  used  by  astute  planters  to 
induce  overseers  to  work  hard  and 
smart.  His  plantation,  which  typically 
included  over  a dozen  horses,  two  score 
cattle  and  sheep,  and  three  score  pigs, 
thrived  for  decades  on  Dabney’s  inge- 
nious incentive  system. 


Dabney  also  used  a version  of  the 
putting  out  system,  supplying  raw  wool 
to  local  ladies  for  them  to  process 
(wash,  spin,  etc.).  He  was  not  averse  to 
experimentation  in  crops  or  techniques 
and  heated  his  home  with  Virginia  soft 
coal  instead  of  the  traditional  wood. 
On  many  occasions,  Dabney  financially 
assisted  friends  and  relatives  by  slip- 
ping a large  bank  note  into  a hand- 
shake or  letter,  thereby  helping  them  to 
stave  off  the  usurer,  or,  in  more  extreme 
cases,  the  wolf  of  hunger  and  want. 
Despite  his  munificence,  at  his  death  in 
1829  Dabney,  who  never  married,  pos- 
sessed assets  assessed  at  $22,730.45, 
some  $9,000  of  which  were  slaves. 
Rather  than  emancipate  them,  which 
the  law  constrained  him  front  doing, 
Dabney  ordered  that  families  be  kept 
whole  and  that  they  be  rented  out  and 
allowed  one-third  of  their  rental  price. 

If  the  national  government  had  come 
under  serious  domestic  threat,  it  is  easy 
to  see  Dabney,  and  thousands  like  him, 
using  their  influence  to  stamp  out  dis- 
content, or  even  forming  new  legions  to 
protect  it.  Perhaps  knowledge  of  that  is 
what  made  Jefferson  and  his  followers 
tremble.  But  they  should  have  realized 
that  Dabney  and  other  federal  bond- 
holders would  not  have  suffered  the 
national  government  to  devolve  into 
tyranny  because  that  would  have  also 
threatened  the  continued  repayment  of 


the  national  debt.  Hamilton  was  right; 
the  national  debt  cemented  the  union. 

It  was  no  coincidence  that  South 
Carolina  grew  so  cantankerous  in  the 
early  1830s  that  Andrew  Jackson  had 
to  threaten  to  invade  it.  The  lower 
South  especially  chafed  under  the 
increasingly  higher  tariffs  the  federal 
government  had  enacted  after  the  War 
| of  1812.  (Contrary  to  myth,  the  early 
£ tariffs  Hamilton  implemented  were  rel- 
| atively  low  revenue  tariffs,  not  high  or 
I protective  ones.)  Southerners  suffered 
’o  largely  silently  when  the  government’s 

| large  tax  receipts  went  to  pay  off  the 

</> 

^ national  debt.  But  with  the  debt  rapidly 
vanishing  in  the  late  1820s  and  early 
1830s,  they  began  to  demand  reforms. 
In  1832,  South  Carolina  went  so  far  as 
to  veto  or  “nullify”  the  Tariff  of  1828, 
the  so-called  Tariff  of  Abominations, 
and  the  Tariff  of  1832.  A political  com- 
promise was  reached,  but  it  was  clear 
that  the  debt  was  no  longer  a strong 
force  binding  the  nation  together. 

The  national  debt  quickly  reap- 
peared, but  even  after  the  war  with 
Mexico  it  remained  relatively  small. 
The  new  debt  was  also  more  highly 
concentrated,  both  geographically  and 
socioeconomically,  than  the  old  debt 
had  been.  It  therefore  remained  too 
weak  to  stop  the  descent  into  Civil 
War.  Today’s  enormous  debt  renders 
war,  with  ourselves  or  major  creditors 
like  China,  unlikely.  That  is  about  the 
only  good  thing  that  can  be  said  about 
it,  however.  Because  the  country  is 
now  run  by  politicos  rather  than 
statesmen,  there  appears  to  be  little 
chance  that  the  triumph  of  1834  will 
be  repeated  anytime  soon.  ED 
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Bank  notes  from  the  late  18th  and  early  iptb  centuries  lacked  the  elaborate 
designs  and  fine  engraving  that  became  commonplace  by  the  1830s. 


print  so-called  bank  notes,  colorful 
slips  of  paper  that  pledged  to  pay  an 
equivalent  amount  of  gold  or  silver 
coin  if  presented  for  redemption  at  the 
bank,  and  which  entered  into  circula- 
tion as  the  bank  issued  loans,  trans- 
ferred money,  paid  its  debts,  and  con- 
ducted its  day-to-day  business. 

This  was  the  golden  age  of  private 
currency  creation,  but  it  was  also  the 
golden  age  of  counterfeiting.  Though 
it  was  pretty  easy  to  spot  a counterfeit 
when  only  a few  banks  issued  notes, 
that  wasn’t  the  case  for  long.  Close  to 
200  banks  were  issuing  paper  money 
by  1815,  and  by  1830,  the  number 
climbed  to  321.  Ten  years  later,  that 
number  jumped  again  to  71 1,  dipped 
in  the  early  1840s,  and  then  skyrock- 
eted upward.  By  the  1850s,  with  so 


many  banks  issuing  money  of  their 
own  design,  more  than  10,000  differ- 
ent kinds  of  paper  currency  bobbed  up 
and  down  in  the  streams  of  commerce. 
As  one  financial  writer  from  that  era 
sadly  concluded,  “there  are  very  few 
persons,  if  any,  in  the  United  States, 
who  can  truthfully  declare  their  ability 
to  detect  at  a glance  any  fraudulent 
paper  money...  In  spite  of  all  precau- 
tions,” he  observed,  “every  merchant 
has  his  pile  of  counterfeit  money,  and 
his  hourly  fear  of  having  it  increased.” 

To  many  people  living  in  the  U.S.  at 
the  time,  counterfeiting  posed  a seri- 
ous threat  to  the  financial  system. 
“We  seem  about  to  become  liable  to 
be  called  a nation  of  counterfeiters!’ 
predicted  Hezekiah  Niles  as  early  as 
1818.  Niles,  who  edited  one  of  the 


Few  of  us  question  the  little 
slips  OF  green  paper  that  come  and 
go  in  our  wallets,  purses  and  pockets. 
While  we  may  obsess  over  how  much 
we  have  at  any  one  time,  we  do  not 
subject  the  notes  themselves  to  close 
scrutiny:  most  of  us  cannot  remember 
(without  looking)  which  scene  goes 
with  which  denomination,  or  even  the 
secular  saints  whose  portraits  adorn 
the  front.  Our  ignorance  is  a testament 
to  just  how  secure  we  feel  about  the 
currency  and  how  little  we  need  to 
question  the  underlying  value  of  these 
scraps  of  paper.  The  money  is  in  our 
hands,  it  is  green,  and  it  has  a number 
on  it:  that  is  all  we  need  to  know. 

It  was  not  always  so.  In  the  years 
between  the  Revolution  and  the  Civil 
War,  money  inspired  not  careless  faith 
and  trust,  but  nagging  doubt  and 
scrutiny.  Most  money  in  circulation  in 
these  years  originated  not  with  the 
national  government,  but  with  some- 
times shaky  private  banks.  This  right 
to  make  money  — literally  — was  a 
privilege  that  bankers  acquired  when 
they  obtained  a corporate  charter 
from  one  of  the  individual  states. 
After  depositing  bonds  or  other  assets 
with  a state  government,  a bank  could 
commission  an  engraver  to  design  and 
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Though  most  counterfeits  remained  in  circulation,  a handful  of  conscientious 
banks  stamped  or  even  branded  bogus  notes  to  prevent  their  continued  use. 


premier  financial  publications  of  the 
day,  looked  with  horror  at  the  prolif- 
eration of  fraudulent  paper.  "Coun- 
terfeiters and  false  bank  notes  are  so 
common  that  forgers  seems  to  have 
lost  its  criminality  in  the  minds  of 
many."  Just  how  common  the  prob- 
lem had  become  was  hard  to  quantify, 
bur  most  agreed  that  it  had  reached 
remarkable  levels  at  the  beginning  of 
the  century.  "The  whole  country  was 
deluged  with  counterfeit  money,” 
recalled  future  lawyer  John  Neal  of 
his  childhood  as  an  apprentice  store- 
keeper in  Maine  in  the  early  i 8oos. 
"Ten  per  cent...  of  all  that  was  in  cir- 
culation was  absolutely  worthless; 
being  either  counterfeit,  or  the  floating 
issue  of  broken  banks.” 

This  explosion  of  counterfeit 
money  at  the  beginning  of  the  cen- 
tury had  much  to  do  with  the  rise  of 
sophisticated  criminal  gangs  who 
began  preying  on  the  growing  num- 
ber of  banks.  I he  most  infamous  of 
these  bands  plied  their  trade  in 
remote  locales,  particularly  the  wild 
border  region  north  of  Vermont  in 
what  is  now  Quebec.  Thanks  to  some 
loopholes  in  imperial  law,  counter- 
feiting the  notes  of  American  banks 
wasn  r illegal  in  British  Canada,  and 
in  the  absence  of  an  extradition 
treaty  between  the  U.S.  and  Britain, 
counterfeiters  could  operate  with 
impunity.  The  simmering  hostilities 
between  the  U.S.  and  Britain  that 
eventually  culminated  in  the  War  of 
1 X i z only  made  it  easier  for  counter- 
feiters to  dodge  prosecution. 


Many  of  these  early  counterfeiters 
were  enterprising  Americans  whose 
decision  to  relocate  north  of  the  border 
was  a business  decision  more  than  an 
expression  of  loyalty  to  their  new  coun- 
try. Their  ranks  included  a host  of  color- 
ful figures:  Stephen  Burroughs,  formerly 
of  New  Hampshire,  was  probably  the 
most  notorious.  The  author  of  a 
picaresque  memoir  chronicling  his  ear- 
lier career  as  a seducer,  imposter,  rabble- 
rouser,  land  speculator  and  itinerant 
schoolteacher,  he  moved  to  Canada 
around  1800  and  churned  out  a torrent 
of  counterfeit  money  that  was  distrib- 
uted throughout  New  England  by  foot- 
loose wholesalers  and  retailers. 

Though  Burroughs  eventually 
reformed,  plenty  others  followed  in  his 
footsteps,  settling  in  neighboring  towns 
just  over  the  border  with  Canada.  The 
most  successful  of  these  scoundrels 
dwelt  on  a dirt  road  in  a small  town 
called  Dunham.  In  criminal  and  police 
circles,  the  road  was  known  as  Cogniac 
Street,  and  for  good  reason:  "cogniac” 
was  a common  slang  term  for  counter- 
feit money.  1 he  denizens  of  the  street 
included  such  colorful  figures  as  Seneca 
Paige,  whose  gravestone  slyly  proclaims 
that  lie  was  "a  friend  of  the  poor”; 
I homas  Adams  Lewis,  a former  Loyal- 
ist who  waged  a proxy  war  against  the 
U.S.  by  counterfeiting  the  country’s 
bank  notes;  Lbenezer  Gleason,  a gaunt 
man  who  oversaw  the  production  of 
millions  of  dollars  in  counterfeit  notes 
and  engineered  multiple  prison  breaks; 
and  Lyman  Parkes,  a self-taught 
engraver  whose  imitations  commanded 


a premium  and  whose  counterfeits  of 
the  Bank  of  the  U.S.  precipitated  a 
financial  crisis. 

Cogniac  Street  reached  the  height 
of  its  power  in  the  early  1830s  before 
suffering  raids  orchestrated  by  the 
conservative  banking  community  of 
Boston.  The  demise  of  the  “Canadian 
Counterfeiting  Company,”  as  one 
newspaper  dubbed  it,  hardly  spelled 
the  end  of  counterfeiting.  In  the  1830s, 
a cataclysmic  political  struggle  over 
Nicholas  Biddle’s  Bank  of  the  U.S.  - 
the  closest  thing  the  country  had  to  a 
central  bank  - ended  with  Andrew 
Jackson  vetoing  attempts  to  renew  its 
charter  for  another  zo  years.  The  result 
was  an  upsurge  in  the  number  of  note- 
issuing banks  chartered  by  state  legisla- 
tures, and  a concomitant  explosion  in 
the  number  of  counterfeit  notes  in  circu- 
lation. But  now  counterfeiters  were  no 
longer  confined  to  a handful  of  villages 
in  Canada:  they  began  making  money  in 
a host  of  other  hospitable  locales: 
remote  communities  in  the  newly  settled 
states  of  Ohio,  Indiana  and  Illinois,  as 
well  as  in  urban  workshops  in  cities  like 
New  York  and  Philadelphia. 

At  the  same  time  that  counterfeits 
proliferated,  so  too  did  the  very  cate- 
gories of  counterfeit  money.  Today  we 
call  something  a counterfeit  if  it's  an 
imitation,  but  back  then,  bogus  money 
assumed  other  guises.  Counterfeiters 
exploited  people's  unfamiliarity  with 
the  currency  by  issuing  “spurious 
notes”  that  bore  no  resemblance  what- 
soever to  the  genuine  article.  Others 
produced  notes  with  their  title,  local- 
ity, or  denomination  extracted  and  a 
new  one  pur  in  its  place  — so-called 
“altered”  or  “raised”  notes.  Still  others 
dropped  all  pretense  of  authenticity, 
and  arrogated  the  privilege  of  banking, 
producing  notes  that  sounded  plausible 
— the  Merchants’  Bank  of  Utica,  for 
instance  — bur  which  existed  only 
within  the  counterfeit  economy.  Such 
notes,  while  deemed  counterfeit, 
blurred  imperceptibly  into  yet  another 
category  of  fraud,  the  notes  of  “wild- 
cat” banks  — institutions  founded  by 
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A bank  note  of  the  dead  and  defunct  Lapeer  County  Bank  (top)  stripped  of  its  identity  (middle) 
and  resurrected  as  the  issue  of  the  reputable  Fairhaven  Bank  (bottom). 


unscrupulous  financiers  in  remote  areas 
for  the  express  purpose  of  making  it 
difficult,  if  not  impossible,  for  the  notes 
to  be  exchanged  for  gold  and  silver. 

Even  the  notes  of  legitimate  banks 
might  migrate  into  counterfeit  terri- 
tory in  the  wake  of  economic  distress 
or  panic.  Hezekiah  Niles  claimed  to 
not  “see  any  real  difference,  in  point 
of  fact,  between  a set  of  bank  direc- 
tors, who  make  and  issue  notes  for  5, 
10  or  100  dollars,  which  are  not 
worth  the  money  stated  on  the  face  of 
them,  which  they  deliberately  promise 
to  pay  with  a previous  resolution  not 
to  pay,  and  a gang  of  fair,  open,  hon- 
est counterfeiters.  One  speculates  by 


law,  and  the  other  against  the  law;  but 
both  are  speculators  and  have  [a] 
unity  of  interest.”  Casting  his  eyes 
over  a pile  of  bills  scattered  on  his 
desk,  Niles  observed  that  “some  of 
them  are  called  genuine  and  a few  pro- 
nounced to  be  counterfeits.  But  the 
latter  are  just  as  valuable  as  the  former 
— and  it  seems  impossible  to  draw  a 
distinction  between  them;  their  inten- 
tion and  effect  being  the  same.” 

Both  counterfeiters  and  bankers 
thrived  at  this  time,  and  to  a certain 
extent,  the  story  of  one  is  the  story  of 
the  other.  Every  bank  note  had  its 
counterfeit  counterpart,  so  that  two 
economies  emerged  simultaneously, 


mirror  images  of  each  other.  As 
Hezekiah  Niles  recognized,  both 
bankers  and  counterfeiters  issued  bills 
or  notes  with  little  or  nothing  in  the 
way  of  assets  backing  their  promises 
to  pay,  and  both  drew  their  energy 
from  the  same  boundless  faith  that 
slips  of  paper  could,  with  the  elixir  of 
confidence,  pass  as  good  as  gold. 
And  yet  the  similarity  went  deeper.  To 
the  “legitimate”  business  community, 
counterfeiters  lurked  about  like  a 
company  of  ghostly  doubles.  Many 
merchants  and  financial  writers 
referred  to  counterfeiters  as  “bankers” 
or  “capitalists,”  a tacit  acknowledge- 
ment that  these  criminals  conducted 
their  affairs  with  a comparable  level  of 
sophistication.  Counterfeiters  fashioned 
elaborate  schemes  for  the  production 
and  distribution  of  counterfeit  notes, 
building  a vast  shadow  economy  simi- 
lar in  scope  and  scale  to  more  orthodox 
avenues  of  making  money.  “So  system- 
atic, indeed  has  this  nefarious  traffic 
become  of  late,”  complained  the  editors 
of  the  National  Police  Gazette  in  1849, 
“that  the  great  dealers  execute  orders 
for  the  town  and  country  with  the  same 
method  and  regularity,  as  manufactur- 
ers in  fair  branches  of  trade.” 

This  illicit  economy  employed 
many  of  the  same  technologies,  peo- 
ple and  practices  as  conventional 
capitalists  did.  The  same  advances  in 
bank  note  engraving  that  promised  to 
provide  protection  from  counterfeit 
notes  instead  opened  the  floodgates 
to  new  and  dangerous  frauds.  The 
same  skilled  artisans  who  engraved 
notes  on  behalf  of  the  banks  also 
moonlighted  as  counterfeiters.  The 
same  dies  and  plates  used  to  print 
genuine  notes  ended  up  in  the  hands 
of  counterfeiters.  The  same  laborers 
who  eked  out  marginal  wages  in  the 
mills  and  factories  of  capitalists  sup- 
plemented their  income  with  counter- 
feit money.  And  the  same  “counter- 
feit detectors”  published  to  assist  the 
unwary  became  useful  tools  for  the 
passing  of  counterfeit  notes.  Even 
those  charged  with  policing  the  econ- 
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omy  worked  both  sides  of  the  fence, 
lending  a hand  to  the  very  counterfeit- 
ers they  were  supposed  to  prosecute. 

In  all  of  this,  the  border  between  the 
real  and  the  counterfeit  became  blurry. 
This  led  to  some  unusual  distinctions 
and  bizarre  business  practices.  The 
famed  private  detective  Allan  Pinker- 
ton, who  got  his  start  prosecuting 
counterfeiters  in  his  home  state  of  Illi- 
nois, later  recalled  for  the  edification 
of  his  readers  that  “it  was  a popular 
remark  among  men  of  business  at  this 
time  that  they  preferred  a good  coun- 
terfeit on  a solid  hank  to  any  genuine 
hill  of  a shyster  institution."  What 
mattered  back  then  was  that  a note 
could  pass.  For  example,  as  John  Neal 
remembered,  “In  our  establishment , 
all  such  moneys,  whether  counterfeit, 
or  only  questionable,  were  always  put 
back  into  the  till”  — to  await  an 
appropriate,  if  unsuspecting,  customer. 

And  yet  the  system  worked.  For  all 
the  counterfeit  bank  bills,  raised  and 
altered  notes,  and  dubious  currency  in 
circulation,  the  U.S.  was  hardly  held 
back  by  these  illicit  additions  to  the 
money  supply.  Between  the  Revolution 
and  the  Civil  War,  the  nation’s  economy 
grew  by  leaps  and  bounds,  expanding 
at  a clip  not  seen  since.  Perhaps,  in  a 
nation  poor  in  gold  and  silver  bur  rich 
in  promise,  counterfeit  notes  helped 
meet  the  insatiable  demand  for  credit. 
Indeed,  all  the  invidious  comparisons 
between  bankers  and  counterfeiters 
hinted  at  a deeper  truth.  This  was  a 
country  whose  inhabitants  desperately 
needed  and  wanted  money  to  make  its 
dreams  a reality,  and  where  the  banks 
fell  short,  counterfeiters  proved  more 
than  willing  to  pick  up  the  slack.  Many 
people  in  the  business  of  banking 
viewed  counterfeiting  as  a small  price  to 
pay  for  a system  of  money  creation  gov- 
erned not  by  the  edicts  of  a central  bank 
or  the  fiscal  arm  of  the  stare,  but  by 
insatiable  private  demand  for  credit  in 
the  form  of  bank  notes. 

f hough  economic  nationalists 
repeatedly  tried  to  rein  in  private 
money  making  of  all  kinds,  they  would 


ytb  century  counterfeit  bank  notes  and  Bank  Note  Reporter 
on  Jisplax  in  the  Museum's  "Money:  A History"  exhibit. 


have  to  wait  until  the  conflagration  of 
the  Civil  War  before  the  interests  of  the 
currency  and  the  country  became  irrev- 
ocably intertwined.  This  was  some- 
thing of  an  accident:  the  U.S.  needed  to 
pay  for  the  cost  of  a long  and  punish- 
ing war,  and  turned  to  the  printing 
press  to  pay  its  debts.  Bur  what  began 
as  a desperate  bid  to  prop  up  the 
finances  of  the  Union  turned  into  some- 
thing else:  a campaign  to  remake  the 
nation’s  currency  so  that  it  would 
reflect  the  ideal  of  a stronger  federal 
government.  All  those  bank  notes 
seemed  an  unpleasant  reflection  of  the 
doctrine  of  states'  rights.  As  Senator 
John  Sherman,  a key  player  in  the  bid 
to  reform  the  currency  put  it,  oppo- 
nents of  nationalizing  the  currency 
were  clinging  to  “the  accursed  heresy 
of  State  Sovereignty,  laying  at  the  foun- 
dation of  the  slaveholders'  rebellion.” 
In  a series  of  legislative  reforms,  Sher- 
man and  his  allies  - including,  most 
notably.  Secretary  of  the  Treasury 
Salmon  P.  Chase  - banned  the  issue  of 
notes  by  state-chartered  banks,  and 
replaced  them  with  a common  national 
currency  founded  on  an  almost  mysti- 
cal faith  m the  credit  of  the  country. 

Confidence  in  the  currency  no 
longer  rested  on  the  diffuse  and 
almost  infinite  number  of  variables 
that  governed  the  values  of  privately 
issued  bank  notes.  Rather,  it  depended 
on  faith  in  a new  abstraction  — the 
nation  — that  transcended  both  the 
market  economy  and  the  individuals 
and  corporations  who  constituted  it. 


As  a consequence,  counterfeiting  went 
from  being  a nuisance  to  being  a threat 
to  national  sovereignty  and  sanctity.  In 
response,  the  government  founded  a 
national  police  force  initially  run  by  a 
corrupt  but  ruthless  former  bodyguard, 
private  detective  and  prison  warden 
named  William  Wood.  A man  described 
by  one  contemporary  as  “short,  ugly 
and  slovenly  in  his  dress  in  manner 
affecting  stupidity  and  humility;  but  at 
bottom  the  craftiest  of  men”  - this  was 
the  man  who  launched  the  anti-coun- 
terfeiting force  that  grew  into  today’s 
Secret  Service.  And  despite  its  unusual 
origins,  the  Sercret  Service  managed  to 
do  what  had  up  until  then  been  seen  as 
impossible:  it  dismantled  and  destroyed 
the  counterfeit  economy. 

Though  counterfeiting  has  largely 
disappeared  from  the  nation's  eco- 
nomic landscape,  its  get-rich-quick 
spirit  lives  on  in  the  stock  market  gam- 
bles and  real  estate  bubbles  that  domi- 
nate headlines  in  our  own  day.  We  may 
no  longer  scrutinize  the  money  that 
passes  through  our  hands,  but  the 
great  confidence  game  of  capitalism  is 
alive  and  well.  We  remain,  even  today, 
a “nation  of  counterfeiters.” 

Stephen  Mihm  is  an  assistant  professor 
of  history  at  the  University  of  Georgia 
and  the  author  of  A Nation  of  Coun- 
terfeiters: Capitalists,  Con  Men,  and 
the  Making  of  the  United  States  (Har- 
vard University  Press,  1007),  from 
which  this  article  is  adapted. 


Vt'WW.  I I NANCI  A 111  I STO  RY.ORG 


23 


Financial  History  - Spring  2008 


Elsa  Ruiz 


Timing  is  everything  in  the- 
ater. To  the  split  second  for  actors, 
musicians  and  stage  hands,  but  also 
through  the  decades:  Broadway  should 
break  the  $i  billion  mark  in  box  office 
gross  for  the  2007-2008  season,  the 
same  year  that  is  the  100th  anniversary 
of  the  Shubert  Brothers  breaking  the 
plutocracy  of  the  Theatrical  Syndicate. 

Bankers  and  brokers  who  are  part  of 
New  York’s  biggest  business,  finance, 
may  be  surprised  to  learn  how  big  a 
business  show  business  is.  In  the  2006- 
07  season  Broadway  sold  12.3  million 
tickets,  and  grossed  $938.5  million, 
according  to  the  League  of  American 
Theatres  and  Producers.  Broadway 
attendance  topped  that  of  the  10  met- 
ropolitan-area professional  sports  fran- 
chises. The  economic  leverage  for  the 
city  is  roughly  five  times  box  office 
gross,  and  about  45,000  local  jobs. 

Both  producers  and  stage  hands 
almost  upset  the  apple  cart  late  last 
year  with  a short  strike,  but  bickering 
within  the  theater  family  is  a long  tra- 
dition. The  turning  point  in  one  of  the 
biggest  fights  came  100  years  ago, 
when  three  brothers  from  upstate  New 
York,  the  Shuberts,  broke  through  to 
achieve  parity  with  what  was  known  at 
the  time  as  the  Theatrical  Syndicate. 
Twenty  years  later,  in  1927,  the  Shu- 
berts hit  their  personal  and  profes- 
sional peak.  They  owned  or  operated 
104  theaters  across  the  country,  and 
produced  more  than  a thousand  shows. 

Then  just  four  years  later  the  tri- 
umphant Shuberts  were  bankrupt,  not 
by  a successor  group  but  by  the  dou- 
ble whammy  of  Depression  and  the 
movies.  Reformed  as  Select  Theatres 
Corp.  later  that  same  year,  1931,  the 
Shuberts  began  their  second  ascent  to 
the  pinnacle  of  show  business. 

They  repurchased  much  of  their  old 
operations  from  the  Astor  estate  in 

1949,  and  for  their  trouble  were 
brought  up  on  anti-trust  charges  in 

1950.  That  fight  dragged  on  for  six 
years,  and  ended  in  a consent  decree. 
Today  the  Shubert  Organization  is  the 
largest  producer  of  live  theater  in  the 
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country.  It  has  no  serious  rival  in  that 
capacity-,  but  today’s  producers  seem  to 
have  learned  a lesson  from  the  “theater 
wars”  and  now  make  love,  and  money, 
not  war  amongst  themselves.  They  still 
fight  with  the  trade  unions. 

Theater  is  big  business  because  it  is 
one  of  the  few  art  forms  that  respond 
well  to  economies  of  scale.  This 
became  apparent  to  the  producers  and 
promoters  after  the  Civil  War  as  the 
Industrial  Revolution  concentrated 
population  centers  across  the  country. 
Theater  was  already  an  important 
part  of  antebellum  American  life. 

As  noted,  more  evidence  that  theater 
is  big  business  is  that  it  suffers  the  same 
dynamics  as  other  industrial  sectors: 
labor  unrest,  financial  panics,  shifting 
alliances  and  too  much  or  too  little  reg- 
ulation. As  with  other  industrial  sectors 
success  depends  upon  labor,  raw  mate- 
rials and  infrastructure.  With  railroads 
to  transport  road  companies  efficiently, 
as  well  as  banking  and  communications 
systems  to  support  financing,  it  took 
less  than  a generation  after  the  end  of 
the  Civil  War  for  the  budding  impresar- 
ios of  the  age  to  emerge.  And  as  with 
most  other  Gilded  Age  barons,  the  big 
producers  sought  vertical  integration. 

Charles,  Daniel  and  Gustave 
brahman  had  a successful  road  show 
touring  the  country  from  their  base  at 
the  Madison  Square  Theater  as  early 
as  1882.  Two  years  later  a plan  was 
advanced  among  theaters  in  upstate 
New  York  for  a fixed  circuit  among 
the  major  cities  showing  Frohman 
productions.  At  the  turn  of  the  cen- 
tury Buffalo,  Rochester,  Syracuse  and 
others  were  indeed  major  cities,  hum- 
ming industrial  centers. 

Around  the  same  time,  Marc  Klaw 
and  Abraham  Lincoln  Erlanger  formed  a 
successful  partnership  known  through- 
out the  theater  world  as  k<NE.  In  1 896, 
the  same  year  that  the  Dow  Jones 
Industrial  Average  made  its  debut,  the 
proposed  upstate  New  York  circuit  was 
expanded  into  a much  more  ambitious 
foray.  Charles  Frohman,  two  theater 
owners  from  Philadelphia,  Samuel 


Nixon  and  J.  F.  Zimmerman,  as  well  as 
real-estate  developer  A1  Hayman, 
threw  in  with  k&E.  The  combination 
has  been  called  a trust,  but  it  was  more 
of  an  alliance,  and  was  known  as  the 
Theatrical  Syndicate.  The  Syndicate 
owned  or  controlled  hundreds  of  play- 
houses across  the  country,  had  dozens 
of  leading  actors  and  companies  under 
contract,  and  commissioned  plays  and 
musicals  from  the  top  writers  and 
composers  of  the  day. 

From  time  immemorial  to  these  first 
booking  combinations,  the  methods  of 
bringing  together  talent,  venue  and 
backers  were  haphazard  at  best.  Act- 
ing companies  sought  material  and 
playhouses.  Theaters  sent  agents  out  to 
book  performers.  Companies  would 
come  to  town  to  find  a theater  double 
booked,  while  the  houses  in  another 
city  were  dark.  So  it  is  fair  to  say  that 
as  with  many  of  the  other  industrial 
trusts  of  the  age,  the  advantages  the 
Syndicate  brought  were  efficiency, 
economies  of  scale,  access  to  capital 
and  talent,  and  political  clout.  In 
return  they  demanded  full  suzerainty: 
unquestioning  loyalty,  exclusivity, 
hefty  fees  and  usually  a considerable 
cut  of  the  profits. 

k&E  were  smart,  and  they  were 
tough.  Flaw's  letters  reveal  an  eye  for 
talent,  while  Erlanger  was  the  hard- 
nosed  businessman.  The  two  men  were 
good  friends,  but  Erlanger  had  few  oth- 
ers. His  nickname  was  “Dishonest 
Abe."  As  with  many  leading  industrial- 
ists of  the  day,  kNl  could  be  ruthless 
and  manipulative.  But  those  who 
would  go  along  would  get  along.  It  was 
no  different  than  the  proposition  Rock- 
efeller or  Carnegie  offered. 

But  there  was  and  is  one  important 
difference  between  theater  and  other 
industries.  Actors  saw  themselves  as 
artists,  not  laborers.  They  always  have 
and  at  ways  will.  Not  surprisingly, 
there  was  resistance  almost  at  once  to 
the  Syndicate. 

K&E  explained  the  benefits  of  com- 
bination in  as  much  compelling  detail  as 
Rockefeller  did  when  buying  out  smaller 


Lee  Shubert,  who  merged  with 

J.J.  Shubert  into  the  theatrical  enterprise 
known  as  the  Shubert  Theater  Corp. 
with  a capital  stock  of  Sis, 000,000. 

oil  companies.  They  made  many  con- 
verts, and  developed  a large  and  loyal 
following.  They  built  new  theaters  and 
found  new  talent  among  players  and 
playwrights.  Bur  they  played  hardball, 
and  that  bred  resentment. 

Enter  the  boys  from  Syracuse. 
Samuel,  Levi  (Lee)  and  Jacob  J.  Shubert 
were  born  in  Neustadt,  near  konigs- 
burg,  m a region  contested  among 
Poland,  Russia  and  Lithuania.  They 
came  to  the  U.S.  with  their  parents  in 
1882,  the  same  year  the  Frohman 
Brothers  were  getting  their  shows  on 
the  road.  The  Shuberts  built  a strong 
regional  theater  business  in  upstate 
New  York  with  operations  in  Syracuse, 
Rochester,  Buffalo,  Rome,  Utica  and 
Albany  — most  of  the  same  cities 
where  the  early  idea  for  the  Syndicate 
was  developed. 

In  the  new  century,  the  Shuberts 
entered  a new  market,  New  York.  In 
1 900,  Sam  and  Lee  moved  to  the  big  city 
and  began  rapidly  acquiring  theaters  and 
producing  shows.  J.J.  stayed  upstate  at 
first  to  keep  the  home  fires  burning.  As 
a toehold,  they  leased  the  Herald  Square 
Theater,  then  the  Madison  Square  The- 
ater — the  Frohmans’  old  venue.  Clearly 
the  Shuberts  were  anything  but  intimi- 
dated by  the  Syndicate. 

But  neither  were  they  antagonistic. 
The  long  pas-de-deux  between  the 
Shuberts  and  the  Syndicate  is  most 
often  portrayed  as  “The  Theater 
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Sidebar:  Vaudeville 

In  the  1600s  a fuller  in  the  French  town  of  Vau-de-Vire  wrote  some  funny  drinking 
songs  with  references  to  current  events.  Tom  Lehrer  and  the  “Daily  Show”  are  his 
heirs.  The  songs  became  hugely  popular,  and  were  often  sung  in  the  taverns  on  and 
around  the  pont-neuf  in  Paris.  Somewhere  along  the  line  Vau-de-Vire  was  corrupted 
into  “vaudeville.”  The  tradition  was  kept  alive  through  minstrel  and  variety  shows 
with  songs,  dances,  magic,  humor  and  drama  in  separate  acts  running  continuously. 

As  with  the  rise  of  formal  theater,  vaudeville  gained  traction  after  the  Civil  War. 
In  the  1870s  a former  circus  performer,  Benjamin  F.  Keith,  began  promoting 
vaudeville  shows.  He  was  successful  enough  by  1883  to  buy  the  Musee’  Gaiety  in 
Boston  as  a permanent  venue  for  his  productions.  Soon  he  was  joined  by  Edward 
F.  Albee  II,  a show  business  promoter  who  had  acquired  theaters  in  many  major 
cities.  By  1905  another  impresario,  Frederick  Proctor,  joined  the  alliance. 

Through  the  Roaring  ’20s  they  were  every  bit  as  successful  as  the  Syndicate  and 
the  Shuberts  were  on  the  “legitimate”  stage.  So  successful,  indeed,  that  the  Syndi- 
cate and  the  Shuberts  made  common  cause  in  1907  to  try  to  get  in  on  the  action. 
Instead  of  a piece  of  the  pie,  they  got  a traditional  vaudeville  pie  in  the  face.  The 
venture  flopped,  and  Keith  et  al.  bought  out  what  was  left. 

Keith  Albee  Orpheum  reached  its  zenith  in  1928  when  it  was  combined  with 
Photophone,  a subsidiary  of  Radio  Corporation  of  America,  and  also  with  the  Film 
Booking  Office  of  America,  run  by  Joseph  P.  Kennedy,  rumrunner,  diplomat,  fascist 
appeaser  and  father  of  the  President.  Radio  Keith  Orpheum,  RKO,  remains  a 
household  name  and  its  broadcast-tower  logo  an  icon  even  though  the  studio  strug- 
gled under  a series  of  owners  until  folding  in  1957.  RCA  was  founded  by  legendary 
broadcast  pioneer  David  Sarnoff,  whose  alleged  pilfering  of  the  technology  for  tele- 
vision is  the  subject  of  a the  current  Broadway  play  “The  Farnsworth  Invention.” 
Albee’s  adoptive  grandson,  EFA  III,  is  a playwright  best  known  for  “Who’s  Afraid 
of  Virginia  Woolf.  ” ' - GDLM 


Wars,”  and  indeed  the  skirmishes 
lasted  for  decades.  But  there  were  also 
many  truces,  and  not  a little  true,  if 
grudging,  cooperation.  In  the  vast  Shu- 
bert  Archives  is  a contract  from  March 
1903  under  which  K&E  had  exclusive 
booking  rights  to  specific  Shubert  the- 
aters in  New  York,  Chicago  and 
Boston.  K&E  got  not  only  a quarter  of 
the  receipts,  but  also  held  veto  power 
over  other  bookings  into  those  Shubert 
houses  covered  by  the  contract. 

That  same  year  Daniel  Frohman  built 
the  Lyceum  Theater  on  45  th  Street. 
Today  it  is  Broadway’s  oldest  continu- 
ously operating  legitimate  theater.  It  is 
part  of  the  Shubert  Organization,  and  is 
home  to  the  vast  Shubert  Archive.  In 
1998  the  Archive  published  an  18-page 
annotated  history  of  the  Theater  Wars  in 
its  annual  The  Passing  Show. 

The  hopeful  year  of  1903  ended  on 
a horrific  note.  On  December  30,  a 
holiday  capacity  crowd  at  the  Syndi- 
cate-affiliated Iroquois  Theater  in 
Chicago  was  panicked  by  a fire  in 
scenery  backstage.  Firefighters  extin- 
guished the  blaze  in  less  than  15  min- 
utes, and  the  orchestra  seats  were 
barely  singed.  But  602  people  were 
dead,  asphyxiated  or  trampled  on 
narrow  stairways  and  behind  exit 
doors  that  opened  inward.  In  the 
wake  of  the  tragedy,  Chicago  and 
soon  most  other  cities  required  exits 
to  theaters  and  other  public  buildings 
to  open  outward,  and  to  have  panic 
bars  rather  than  knobs  or  latches. 

Once  the  contract  with  the  Shu- 
berts was  working  well  for  about  a 
year,  K&E  turned  up  the  heat  on  the 
brothers.  Erlanger  demanded  that  the 
Shuberts  cease  buying  or  building  any 
more  theaters.  To  agree  would  have 
essentially  co-opted  the  brothers  into 
the  Syndicate,  and  they  refused.  K&E 
blustered  about  running  the  Shuberts 
out  of  town  and  out  of  business,  but 
the  reality  was  much  different. 

The  two  organizations  carried  on 
under  their  existing  contract,  and  con- 
tinued to  expand  their  operations  out- 
side it.  The  brothers  brought  several  dis- 


affected ex-Syndicate  producers  into 
their  fold,  including  David  Belasco  in 
1904.  On  October  27  of  that  year  the 
Interboro  Rapid  Transit  began  service. 
Until  then  the  area  where  42nd  Street, 
Broadway  and  Seventh  Avenue  came 
together  was  known  as  Long  Acre 
Square.  Around  it  was  a seedy  district  of 
bars,  brothels,  gambling  dens  and  dance 
halls  called  the  Tenderloin  or  Satan’s 
Circus.  Land  was  cheap,  and  Adolph 
Ochs,  publisher  of  The  New  York 
Times , bought  the  triangle  plot  over 
what  would  become  the  busiest  subway 
station  in  the  city.  Following  the  lead  of 
Ochs  and  Frohman,  increasingly  lavish 
playhouses  were  built  around  Broadway 
near  what  had  become  Times  Square. 

The  next  year  personal  tragedy 
struck  the  brothers  when  Sam  was 
killed  in  a railroad  accident.  The  intense 
competition  between  the  Syndicate  and 


the  Shuberts  also  took  a toll  on  K&E. 
Klaw  suffered  a nervous  breakdown 
not  long  after  his  rival’s  accident.  With 
both  sides  stricken,  there  was  rumor  of 
a combination,  or  even  K&E  buying 
out  the  Shuberts.  Indeed  there  were 
talks,  but  the  face-to-face  meetings 
backfired,  and  broke  down  into  recrim- 
inations and  open  warfare.  Both  sides 
spared  no  effort  to  bring  new  theaters 
into  their  organizations,  to  put  new 
writers  and  performers  under  contract, 
and  even  to  build  new  venues. 

Through  the  rest  of  1905  the  race 
went  on.  K&E  with  their  Syndicate 
were  the  bigger  presence,  and  were 
arguably  the  shrewder  businessmen. 
But  in  the  end  the  Shuberts  prevailed 
for  two  reasons:  they  were  willing  to 
take  on  the  financial  risk  to  build  new 
theaters  and  more  importantly,  they 
had  a better  eye  for  talent  to  put  on 


WWW.FINANCIALHISTORY.ORG 


Financial  History  ~ Spring  2008 


26 


rhose  stages  and  sell  tickets  in  those 
new  playhouses. 

A letter  in  the  Shubert  Archive  from  a 
married  couple  who  were  important 
regional  theater  managers  in  Colorado 
allied  with  the  Syndicate  is  illustrative. 
In  it  the  wife  writes  to  K&E  telling  them 
that  the  Shuberts  were  planning  to  build 
a new  theater  in  Denver,  and  cleverly 
suggests  that  the  Syndicate  allow  the 
Shuberts  to  book  her  house  temporarily. 

“If  [Shubert]  applies  for  a week  and 
the  time  is  open , and  you  have 
nothing  to  fill  it , it  would  do  you 
no  harm  and  would  do  me  a great 
deal  of  good  to  be  able  to  get  an 
attraction.  After  a year  or  18 
months  have  passed  we  will  have 
killed  this  theatre  budding  theme , 
and  you  can  then  demand  of  me 
that  l book  no  attractions  other 
than  through  you. ” 

— Emma  McCourt, 
January  6,  1906 

The  double-cross  at  the  end  gets 
the  attention,  but  the  key  to  the 
whole  Shubert  victory  was  revealed 
in  just  six  words  “you  have  nothing 
to  fill  it.”  In  the  event,  K&E  did  nor 
accept  Mrs.  McCourt’s  ideas,  and  her 
house  remained  empty  because 
indeed  the  Syndicate  did  not  have 
anything  to  fill  it.  Shubert-affiliated 
shows  played  elsewhere. 

The  Syndicate  might  have  the  build- 
ings, but  the  Shuberts  had  the  shows, 
and  they  knew  it.  On  the  attack,  the 
Shuberts  wrote  to  a pair  of  Syndicate 
theater  owners  in  Omaha  threatening 
to  build  a new  venue  there  unless  they 
were  allowed  to  book  shows  into  the 
owners’  playhouse.  “You  know  that 
the  syndicate  is  in  no  position  to  till 
your  time  in  Omaha.  They  are  in  no 
position  to  fill  your  time  in  any  place.” 

Mark  Swartz,  archivist  for  the  Shu- 
bert Archive  adds,  “'les,  the  Shuberts 
had  a good  eye  for  talent.  Bur  they  also 
had  a better  business  model.  The  Syn- 
dicate worked  in  a traditional  19th 
Century  way.  The  Shuberts  practiced 
more  of  a 2.0th  Century  approach,  very 


entrepreneurial.  They  brought  in  more 
outside  investors.  If  they  had  not  been 
in  love  with  the  theater  they  would 
have  succeeded  at  something  else.” 

There  were  two  other  factors  helping 
the  Shuberts.  K&E  did  not  seem  to  take 
the  brothers  too  seriously,  referring  to 
them  as  “rats”  and  deriding  their  the- 
aters as  “shacks”  in  small  towns.  At  the 
same  time,  the  Syndicate  got  the  idea 
that  maybe  plays  were  played  out  and 
that  vaudeville  was  the  next  big  thing 
(see  sidebar).  The  variety  shows  were 
inexpensive  to  run  because  they  did  not 
involve  big-name  stars  and  the  same 
series  of  acts  repeated  through  the  day. 

However,  vaudeville  already  had  a 
rainmaker,  Benjamin  F.  Keith.  He  in 
turn  had  powerful  partners,  Edward 
Frank  Albee  II,  Frederick  E.  Proctor 
and  Martin  Beck.  Maybe  K&E  could 
do  to  Keith  et  al.  in  Vaudeville  what  the 
Shuberts  were  doing  to  them  in  formal 
theater.  In  April  1907  K&E  launched 
Advanced  Vaudeville.  Suddenly  more 
investors  wanted  to  sign  on. 

In  short  order  Advanced  Vaudeville 
was  superseded  by  the  United  States 
Amusement  Co.  Amazingly,  it  included 
the  Shuberts  as  important  backers. 
Nothing  personal,  just  business.  The 
antagonists  of  theater  found  no  conflict 
of  interest  in  a broad-front  advance  into 
vaudeville  and  played  to  their  strengths. 
K&E  handled  the  contracts,  while  the 
Shuberts  developed  the  talents. 

It  is  often  written  that  1 907  was  the 
point  where  the  Shuberts  broke  the 
stranglehold  of  the  Syndicate.  That  is 
clearly  an  overstatement.  But  it  does 
mark  the  point  when  the  Shuberts 
took  their  place  next  to  the  formerly 
undisputed  leaders  of  the  business. 
And  ironically,  it  was  the  failure  of 
that  alliance  that  put  the  Syndicate 
permanently  in  the  Shuberts’  shadow. 

I heir  combined  forces  were  con- 
siderable, but  their  timing  could  not 
have  been  worse.  As  reported  in  the 
previous  issue  of  Financial  Flistory 
(No.  89,  p.  20)  the  Panic  of  1907 
gripped  the  economy.  Readers  of  this 
magazine  are  familiar  with  how  J.P. 


Morgan,  with  a nod  from  President 
Theodore  Roosevelt,  assembled  a res- 
cue package  and  resolved  the  crisis. 
That  expedience  led  to  the  formation 
of  the  Federal  Reserve  in  1913. 

There  were,  however,  many  casual- 
ties, and  U.S.  Amusement  was  one  of  the 
first.  It  did  not  survive  its  first  year.  To 
put  the  final  nail  in  the  coffin,  Keith  and 
Albee  did  to  K&E  and  the  Shuberts  what 
the  theater  barons  could  never  manage 
to  do  to  each  other:  buy  them  our. 

The  misalliance  of  Shuberts  and  Syn- 
dicate was  back  on  home  turf  the  next 
year  with  another  joint  venture,  the 
National  Association  of  Theatrical  Pro- 
ducing Managers.  It  was  less  of  a super 
syndicate  than  a trade  association  for 
coordinating  bookings  and  sorting  out 
contractual  differences.  Once  again  in 
harness  together  the  principals  battled 
publicly  as  never  before.  But  K&E, 
clearly  eclipsed,  had  also  taken  to  bick- 
ering with  other  Syndicate  members 
and  between  themselves. 

By  1912  the  other  partners  and 
allies  had  left  the  sinking  Syndicate, 
leaving  K&E  on  their  own.  The  next 
year  they  tried  another  rapprochement 
with  rhe  now-dominant  Shuberts. 
Again  rumors  of  a buyout  or  formal 
combination  were  flying  by  1915.  But 
a dispute  over  one  big  star's  appear- 
ance in  Philadelphia  again  brought 
public  acrimony  and  legal  action 
between  the  old  factions.  k&F.,  how- 
ever, were  very  much  Icons  en  hiver. 
By  1918  the  partnership  at  the  heart 
of  the  Syndicate  was  dissolved.  Nine 
years  later  the  Shuberts  reached  their 
own  personal  high-water  mark. 

Ioday,  the  Shubert  Organization 
owns  or  operates  1 7 Broadway  theaters 
and  one  off-Broadway  theater  in  New 
York.  Outside  New  York,  the  company 
owns  the  Shubert  Theater  in  Boston 
and  the  Forrest  Theater  in  Philadelphia, 
and  manages  the  National  Theater  in 
Washington.  Lee  Shubert  died  in  1953 
while  battling  the  anti-trust  action.  J.J. 
lived  another  10  years.  And  10  years 
after  J.J.  passed,  the  Shubert  Organiza- 
tion as  it  exists  today  was  formed. 

continued  on  page  j / 
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TKrift  Movement 

AMERICA 

By  Jesse  Stiller  1909-1920 


As  Americans  became  movie- 
goers in  the  early  years  of  the 
20th  century,  it  wasn’t  long 
before  producers  figured  out  that  film 
could  do  more  than  entertain.  It  could 
shape  audience  behavior  in  powerful 
(and  for  producers,  profitable)  ways. 

A pioneer  in  the  use  of  motion  pictures 
for  political  purposes  was  the  Vitagraph 
Company  of  America,  founded  in  1897 
by  a transplanted  Englishman  named  J. 
Stuart  Blackton.  Blackton  was  a news- 
paper cartoonist  by  trade,  and  later  cre- 
ated what  are  regarded  to  be  the  very 
first  animated  films.  But  his  time  on 
staff  at  Pulitzer’s  Evening  World  had 
taught  him  something  about  the  use  of 
modern  media  to  mold  public  opinion. 
In  1898,  Vitagraph  produced  a scene 


purporting  to  be  of  U.S.  troops  seizing  a 
Spanish-government  installation  in 
Havana,  Cuba  - a scene  actually  filmed 
on  the  roof  of  the  firm’s  Lower  Man- 
hattan headquarters. 

By  1914,  Vitagraph  was  one  of  the 
leaders  in  the  propaganda-as-entertain- 
ment  genre,  with  a growing  roster  of 
business  clients  looking  for  innovative 
ways  to  drive  home  their  message  and 
respond  to  their  critics.  One  of  Vita- 
graph’s  clients  was  the  American 
Bankers  Association  - although  it 
would  have  taken  a discerning  viewer 
indeed  to  notice  its  role  in  their  collab- 
oration. The  Reward  of  Thrift  (1914)  is 
a morality  play  featuring  two  construc- 
tion workers:  a thrifty  teetotaler  and  a 
hard-drinking  bachelor  who  fritters  his 


wages  and  after-work  hours  away  at 
the  local  saloon.  An  on-the-job-acci- 
dent,  caused  by  the  drinker’s  careless- 
ness, lays  up  our  clean-living  hero, 
who,  however,  can  recover  worry  free, 
drawing  on  his  savings.  Meanwhile, 
wracked  with  remorse,  his  workmate 
renounces  his  former  lifestyle  in  favor 
of  sobriety  and  thrift.  As  the  third  reel 
comes  to  an  end,  seven  minutes  and  50 
seconds  later,  he  is  being  escorted  into  a 
bank  to  open  a new  savings  account. 

What  prompted  normally  conserv- 
ative bankers  to  reach  out  in  this  novel 
way  for  the  hearts  and  minds  of  movie 
audiences  was  the  perception  of  a 
national  crisis  - a crisis  of  working 
people  saving  too  little  and  spending 
too  much.  In  1910,  the  U.S.  ranked 
dead  last  among  its  peers  in  such  mea- 
sures as  per  capita  number  of  savings 
accounts.  This  was  worrisome  for  sev- 
eral reasons.  In  a widely  quoted  1914 
speech,  Frank  A.  Vanderlip,  the  presi- 
dent of  megabank  National  City  of 
New  York,  estimated  that  more  than 
$8  billion  in  new  capital  would  be 
needed  over  the  next  four  years  just  to 
meet  the  demands  of  state  and  local 
governments,  the  new  electrical  indus- 
try and  the  railroads.  All  by  itself,  that 
sum  exceeded  the  country’s  total  sav- 
ings deposits.  And  America  could  no 
longer  count  on  a war  torn  Europe  to 
fill  the  void,  as  it  traditionally  had, 
from  its  depleted  coffers. 

For  bankers,  America’s  savings 
deficit  had  grave  moral  implications, 
too.  It  did  not  speak  well  of  a people, 
they  believed,  who  would  fritter  away 
their  earnings  instead  of  saving  for  a 
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rainy  day.  Our  people,  one  critic 
lamented,  had  “developed  a vice, 
which  is  distinctly  American  — extrav- 
agance.” According  to  contemporary 
theory,  if  there  was  poverty,  it  was  the 
result  not  of  inadequate  wages,  but  of 
the  tendency  of  wageworkers  to  over- 
spend. A Labor  Department  official 
reported  disapprovingly  on  one  Mass- 
achusetts mill  town,  where  typical 
wages  were  several  times  the  national 
average.  Yet  the  workers’  “humble  lit- 
tle homes  with  tawdry  wall  paper 
almost  invariably  included  a player 
piano  and  a phonograph  — the  most 
expensive  makes.  Over  their  gingham 
gowns  the  housewives,  out  for  a morn- 
ing’s shopping,  wore  fur  coats  that  cost 
anywhere  from  Si  50  up.”  Yet  only  20 
percent  of  those  Massachusetts  work- 
ers had  savings  accounts,  and  fewer 
still  owned  their  homes.  As  one  banker 
lamented,  it  was  as  though  “that  little 
word  ‘thrift’  has  been  exterminated 
and  abolished  from  our  vocabulary.” 

Why  Americans  were  spending 
more  and  saving  less  in  the  first  years 
of  the  20th  century  was  no  mystery.  It 
was  a time  when  a wave  of  modern 
conveniences  was  hitting  the  market- 
place, with  nothing  making  a bigger 
splash  than  the  automobile.  Between 
1900  and  1909,  the  nation’s  output  of 
passenger  vehicles  rose  3,500  percent. 
And  that  was  before  the  Model  T 
started  rolling  off  Henry  Ford’s  assem- 
bly lines.  With  a base  price  of  $500, 
Ford’s  “pre-Ts"  were  well  within 
reach  of  ordinary  workers  - especially 
if  they  could  pay  for  it  on  time. 

For  bankers,  the  automobile  brought 
home  in  a very  material  way  the  moral 
conflict  between  thrift  and  growth. 
Some  lenders  were  unable  to  resist  the 
temptation  to  cash  in  on  the  country’s 
new-fangled  infatuation  with  the  inter- 
nal combustion  engine.  Those  who 
decided  to  make  installment  loans  for 
car  purchases  defended  their  actions  as 
a sound  use  of  their  capital.  For  many 
working  class  purchasers,  one  banker 
insisted,  cars  were  no  mere  frill,  bur 
“the  efficient,  economical  and  necessary 


means  of  transportation  of  the  day,  rev- 
olutionizing the  habits,  happiness, 
ambitions  and  efficiency  of  almost  all  of 
our  citizens.”  By  1915,  at  least  one  mil- 
lion Americans  already  owed  their 
livelihoods,  directly  or  indirectly,  to  the 
auto  business  - fixing  or  fueling  cars  if 
they  weren't  assembling  them  or  paving 
the  roads  for  them. 

Bur  for  other  bankers,  the  automo- 
bile was  fast  becoming  a symbol  of  all 
that  was  wrong  with  America  and 
endangering  its  future  — and  their 
own.  They  were  willing  to  concede  that 
some  small  number  of  working  souls 
without  the  immediate  cash  to  pay  for 
a motor  vehicle  had  a legitimate  need 
for  one,  and  could  probably  make  a 
plausible  case  for  a loan.  But  bankers 
saw  themselves  as  guardians  of  Ameri- 
can values  first,  and  so  determined  that 
the  bar  would  have  to  be  set  high  to 
help  people  differentiate  between  their 
needs  and  their  desires.  “We  would  not 
decry  the  automobile  industry,” 
explained  one  banker,  “bur  we  do 
decry  the  craze  for  pleasure  which  has 
led  thousands  to  borrow  upon  their 
homes  and  life  insurance  policies  in 
order  that  they  might  indulge  in  some- 
thing which  is  a source  of  never-ending 
expense,  leading  ever  deeper  into  the 
mire  of  improvidence.” 

Some  went  so  far  as  to  suggest  that 
the  simple  act  of  applying  for  an  auto 
loan  was  proof  of  moral  turpitude  and 
financial  irresponsibility.  “The  automo- 
bile," a Wisconsin  banker  declared  in 
1915,  “is  a very  expensive  luxury,  and  a 
customer  who  buys  one  of  them  on  time 
gives  unmistakable  evidence  of  bad 
judgment.”  Such  borrowers  were 
thought  to  be  likely  to  default  on  their 
notes,  leaving  the  banker  with  a rapidly 
depreciating  asset.  The  automakers  had 
quickly  discovered  the  wonders  of 
planned  obsolescence,  and  with  it  went 
any  notion  that  cars  not  used  for  busi- 
ness were  reasonable  “investments.” 
“About  every  20  minutes,”  a Nebraska 
banker  wrote  disgustedly,  “the  manu- 
facturer changes  the  style  of  the  car  and 
then  the  security  you  had  yesterday  is 


worth  about  as  much  as  a woman’s  last 
summer’s  hat.” 

Fearful  that  a combination  of  con- 
sumerism and  low  savings  were  driving 
America  toward  an  economic  crisis  of 
the  first  magnitude,  organized  banking 
assumed  leadership  of  the  Thrift  Move- 
ment, which  encompassed  the  collabo- 
ration with  Vitagraph  and  went  well 
beyond  it.  By  the  middle  of  1915,  The 
Reward  of  Thrift  had  been  seen  by  1.7 
million  people  in  nearly  2,000  movie 
houses  around  the  country  - not  bad  at 
a time  when  the  average  feature  was 
seen  by  perhaps  75,000  people.  It 
spawned  an  even  more  ambitious 
sequel:  the  five-reel  The  Dollar  and  the 
Law  (1916),  featuring  to  attractive  co- 
eds who  join  forces  in  a “Thrift  Club” 
to  come  up  with  creative  ways  to  fund 
their  tuition. 

Bankers  brought  the  message  to 
America's  newspapers,  its  public  schools 
and  into  its  homes.  Each  month,  the 
American  Bankers  Association  sent 
member  banks  and  newspapers  in  every 
state  of  the  union  copies  of  the  latest 
“Talk  on  Thrift”:  “short,  pithy  articles,” 
describing  how  individuals  overcame 
their  profligate  habits  and  learned  the 
secret  to  savings.  These  articles,  liberally 
salted  with  epigrams  on  thrift  from 
notable  Americans,  including  dubious 
spokesmen  for  the  austere  life  like 
Franklin  and  Jefferson,  also  publicized 
the  thrift  initiatives  of  local  bankers. 
One  Wisconsin  bank  sponsored  a state- 
wide tour  by  a Conestoga  wagon  tow- 
ing a long  flatbed  trailer  on  which  were 
mounted  the  six-foot  high  letters,  “T-H- 
R-I-F-T.”  The  ABA  reportedly  drew 
large  audiences  at  every  stop  on  the 
cross-country  tour  of  its  “thrift 
exhibit,"  which  consisted  of  “16  large 
panels  presenting  some  lesson  in  thrift 
or  showing  the  evils  of  extravagance.” 

For  instance,  one  which  is  particu- 
larly striking,  is  entitled  “The  race 
that  kills,”  and  shows  a large  railroad 
locomotive  labeled  “Ruin”  approach- 
ing a crossing  toward  which  a red 
automobile  labeled  “extravagance”  is 
rushing  at  great  speed  and  a “smash 
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up”  is  inevitable  unless  the  warning  of 
the  flagman,  who  is  waving  the 
“thrift”  signal,  is  heeded. 

Other  thrift  initiatives  targeted  the 
most  impressionable.  It  had  long  been  a 
ritual  in  many  of  the  nation’s  class- 
rooms for  the  children  to  deposit  a coin 
or  two  in  school-based  accounts.  But 
the  bankers  now  took  over  and  turned 
school  savings  into  a nationwide  enter- 
prise, complete  with  a clearinghouse, 
the  New  York-based  Educational 
Thrift  Service,  Inc.,  which  churned  out 
a wide  range  of  materials  to  train 
teachers  and  encourage  student  partici- 
pation. Thrift  Movement  leaders  tallied 
the  expected  benefits. 

“Twenty  one  million  pairs  of  little 
soiled  fists,  clutching  lollypop  pennies 
and  jim-crack  nickels,  are  willing  and 
ready  to  forego  the  foibles  if  the  way 
is  shown  for  them  to  play  the  game  of 
thrift  and  play  it  standing  up,”  as  one 
banker  put  it. 

Active  in  this  phase  of  the  move- 
ment were  bankers  no  less  prominent 
than  A.P.  Giannini  of  the  Bank  of 
Italy  (later  the  Bank  of  America),  who 
ran  the  campaign  in  the  state  of  Cali- 
fornia. The  bank’s  agent,  he  reported, 
traveled  1,500  miles  a week,  working 
with  teachers  and  administrators,  but 
the  expected  political  and  economic 
benefits  would  be  well  worth  the 
effort:  “social  and  political  unrest  can 
be  cured  by  Americanization  and  one 
of  the  strongest  contributing  factors 
to  pure  Americanism  is  thrift.”  So,  by 
this  banker’s  lights,  savings  accounts 
not  only  bred  a more  self-reliant  citi- 
zenry, but  one  that  was  less  suscepti- 
ble to  the  appeals  of  radical  socialism 
and  Communism. 

Not  only  school  children  but  their 
mothers  became  targets  of  the  Thrift 
Movement.  This  made  a certain  sense. 
Housewives  were  the  keepers  of  the 
family  budget,  where  savings  could  be 
generated  and  turned  into  bankable 
deposits.  To  that  end,  some  banks  set 
up  Home  Savings  Departments, 
staffed  by  female  employees  who  were 
strategically  positioned  in  the  bank 


lobby,  beneath  signs  offering  financial 
advice.  At  first,  the  lady  bankers 
reported,  housewives  who  accepted 
the  offer  tended  to  be  a little  uneasy 
about  revealing  their  intimate  finan- 
cial details  to  a perfect  stranger,  but 
with  some  chitchat,  they  would  loosen 
up  and  “become  so  interested  in  bud- 
geting that  figures  slip  out  before  they 
know  it.”  The  key  was  to  encourage 
homemakers  to  take  a Spartan  view  of 
what  constituted  a luxury,  and  to  cut 
such  items  back  to  the  bone.  Accord- 
ing to  one  bank’s  budgeting  scheme, 
expenditures  for  doctors  and  dentists 
fell  into  the  “personal  indulgences” 
category  that  was  “necessary  to  limit” 
if  that  household  was  ever  going  to  get 
ahead  in  the  savings  race. 

While  leadership  of  the  Thrift  Cam- 
paign was  partly  an  act  of  disinterested 
economic  statesmanship,  bankers  also 
had  political  concerns.  One  reason 
bankers  undertook  to  boost  the  low 
national  savings  rate  was  that  they 
were  being  held  at  least  partly  respon- 
sible for  it.  After  a succession  of  bank- 
ing panics  and  a wave  of  bank  failures 
— in  1873,  1884,  1893  and  1907  - 
public  confidence  in  the  banking  sys- 
tem plummeted,  and  questions  were 
raised  about  why  banks  (at  least  pri- 
vately-owned banks)  were  needed  at 
all.  Bankers  had  long  ignored  or 
actively  discouraged  potential  retail 
customers,  calculating  that  small 
savers  weren’t  worth  the  trouble,  and 
in  some  cases  actually  seemed  to  go 
out  of  their  way  to  make  them  feel 
unwelcome.  No  wonder,  as  one  banker 
admitted,  the  average  citizen  had  “a 
feeling  of  fear  about  coming  in,  a feel- 
ing of  discomfort  while  within,  and  a 
feeling  of  genuine  satisfaction  and 
relief  when  out  on  the  street  again.” 

Undoubtedly  this  emotional  divide 
between  Americans  and  their  banks 
led  some  would-be  depositors  to 
spend  funds  they  might  have  saved  - 
or  to  save  them  elsewhere.  In  1910, 
the  nation’s  post  offices  adopted  the 
practice  already  widespread  elsewhere 
of  accepting  deposits  guaranteed  by 


the  government.  “The  primary  object 
of  the  postal  savings  bank,”  Postmas- 
ter General  George  Meyer  told  Con- 
gress, “is  to  teach  people  habits  of 
thrift  and  economy”  that  were  hereto- 
fore neglected  by  commercial  banks. 
By  1914,  nearly  400,000  Americans 
had  opened  postal  accounts. 

The  rise  of  institutional  alternatives 
to  address  America’s  savings  deficit 
represented  a serious  political  concern 
for  its  bankers.  But  there  were  others. 
The  country  had  taken  a fateful  turn 
when  the  16th  amendment  to  the  Con- 
stitution was  ratified  in  1913.  Behind 
the  new  federal  income  tax  were  con- 
siderations of  equity,  economic  justice 
and  the  dangers  of  excessive  concen- 
trations of  financial  power.  But  some 
advocates  also  saw  it  as  providing  the 
financial  foundation  for  a welfare  state 

- a publicly-financed  safety  net  for 
those  unable  to  fend  for  themselves. 

Enemies  of  the  income  tax  feared 
that  an,  incentive-robbing,  depen- 
dence-inducing, open-ended  tax  would 
lead  to  even  more  government  pater- 
nalism and  bureaucracy,  dealing  a 
mortal  blow  to  private  enterprise,  self- 
reliance  and  individual  initiative.  But  if 
Americans  could  be  persuaded  to  save 

- to  provide  their  own  safety  net,  in 
effect  - the  tax  might  be  restrained  and 
perhaps  even  rolled  back. 

Much  was  at  stake,  therefore,  when 
bankers  assumed  leadership  of  the 
Thrift  Movement.  But  before  anyone 
could  draw  reliable  conclusions  about 
its  success,  the  U.S.  intervened  in 
World  War  I.  Appeals  to  thrift  and  self- 
sacrifice  now  took  on  more  potent 
patriotic  dimensions.  The  U.S.  per- 
sonal savings  rate,  which  had  actually 
begun  to  rise  slowly  after  bottoming 
out  around  1899,  now  rapidly  gained 
ground.  How  much  of  this  had  to  do 
with  overtime  pay  at  defense  plants, 
rationing  of  key  consumer  goods,  and 
shortages  of  luxury  items  — like  motor 
vehicles  — is  impossible  to  say. 
Undoubtedly  the  bankers’  efforts  to 
shape  public  behavior  had  primed  it 
for  the  changes  demanded  by  the  war. 
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What  is  clear  is  that  when  peace 
returned,  consumer  spending  did  too, 
with  a vengeance.  Pent-up  self-denial 
demanded  an  outlet,  and  the  whole 
concept  of  thrift  suddenly  seemed  very 
much  passe.  The  sacrifices  of  wartime 
reinforced  the  national  predisposition 
to  spend  now  and  worry  about  it  later. 
While  not  all  Americans  participated  in 
the  prosperin'  of  the  1920s  - farmers, 
for  example,  suffered  from  depressed 
prices  throughout  the  decade  - millions 
did,  and  the  sale  of  consumer  goods  hit 
record  levels. 

To  the  extent  that  Americans  were 
of  a mind  to  defer  consumption,  they 
were  still  drawn  to  quick  financial 
gratification,  through  speculation, 
rather  than  in  the  form  of  interest 
slowly  compounding  in  a savings 
account.  Wall  Street  would  soon  see 
the  biggest  Bull  Market  in  history.  The 
postal  savings  system  faded,  and  the 
perceived  danger  of  forced  savings 
through  taxation  also  passed:  in  the 
Revenue  Act  of  1924,  marginal  income 
tax  rates  were  drastically  reduced. 

Meanwhile,  spurred  by  liberal  reg- 
ulatory policies  and  economic  expan- 
sion, the  banking  system  underwent 


its  most  rapid  growth  ever,  with  4,000 
more  banks  in  operation  in  1921  than 
in  1914,  and  thousands  of  additional 
branches.  It  was  enough  to  make  peo- 
ple wonder  why  they  had  worried 
about  threats  to  private  enterprise  and 
the  banking  franchise  in  the  first  place. 

The  good  times  came  to  end  in 
1929,  and  one  consequence  of  the 
Great  Crash  was  a more  frugal 
America.  Many  who  had  lost  jobs 
and  investments  during  the  Great 
Depression  vowed  never  again  to  be 
caught  without  liquid  resources  to 
tide  them  over  during  an  emergency. 
Even  when  employment  started  to 
rebound  in  the  late  1930s,  recovery 
lagged,  as  cautious  consumers  rebuilt 
depleted  reserves  instead  of  return- 
ing to  their  free-spending  habits.  It 
was  understood  that  when  World 
War  II  was  over,  consumers  would 
play  a vital  role  in  sustaining  high 
levels  of  employment,  productivity 
and  prosperity. 

Americans  took  to  this  role  enthu- 
siastically, and  have  been  playing  it 
ever  since  - too  enthusiastically,  some 
would  say.  With  today’s  troubles  on 
Wall  Street  and  Main  Street,  that 


could  now  be  changing.  “People  are 
going  to  start  saving  the  old-fashioned 
way,  rather  than  letting  the  stock  mar- 
ket and  rising  home  values  do  it  for 
them,”  predicts  Ethan  L.  Harris,  chief 
U.S.  economist  for  Lehman  Brothers. 

Even  if  that  happens,  the  evidence  is 
unpersuasive  that  it  will  matter  very 
much  in  the  long  term.  Since  1950,  the 
most  prosperous  economy  in  U.S.  his- 
tory has  coincided  with  a long-term 
decline  in  personal  savings  and  rising 
personal  spending.  A reversal  in  that 
trend  seems  both  unlikely  and  irrele- 
vant. While  the  dialogue  over  how 
Americans  spend  and  save  may  be 
couched  in  the  language  of  economics, 
issues  of  morality,  class  and  politics  are 
never  far  away.  Ha 
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The  brothers  are  gone,  but  their  spirit 
of  building  playhouses  and  spotting  tal- 
ent lives  on.  As  with  sports,  stage  per- 
formers can  either  be  grown  at  home  or 
found  in  the  field.  Big  hits  sustained 
Broadway  through  the  1960s,  but  in  the 
’70s  it  looked  like  Times  Square  was 
reverting  to  its  Tenderloin  days.  Actors 
began  to  question  their  willingness  to 
play  in  the  area.  Out  of  those  rap  ses- 
sions, a project  was  cobbled  together 
that  became  “A  Chorus  Line.”  The  Shu- 
bert  Organization  had  put  some  money 
behind  the  idea.  After  a sold-out  limited 
run  at  the  Public  Theater’s  299-seat 
Newman  playhouse,  it  opened  at  the 
1,460-sear  Sam  S.  Shubert  Memorial 
Theater  in  July  1975  and  niade  history 
— more  than  6,000  shows,  nine  Tony 


Awards  and  a Pulitzer  Prize  (some- 
where, Adolph  Ochs  was  smiling). 

Looking  afield,  the  Shubert  organiza- 
tion found  a surprise  smash  in  London 
in  1981.  T.S.  Eliot’s  Old  Posum's  Book 
of  Practical  Cats  is  all  but  unread  on  this 
side  of  the  Atlantic,  but  the  scouts  knew 
what  they  had  found:  Vaudeville,  with 
skits,  torch  songs,  production  numbers 
and  ridiculous  costumes.  According  to 
Michael  Kantor  and  Laurence  Mason’s 
magisterial  Broadway:  The  American 
Musical,  “Despite  the  scant  respect  it 
was  given,  Cats  as  of  its  7,48  5th  perfor- 
mance on  September  10,  2000,  had 
grossed  $380  million  on  Broadway  and 
nearly  $3  billion  worldwide.” 

Schubert  is  also  back  in  on  the 
build.  The  Little  Shubert  is  the  first  off- 


Broadway  theater  in  New  York  built 
from  the  ground  up,  and  the  first  to  be 
owned  by  the  Shubert  Organization. 
Built  as  part  of  a residential  tower  and 
opened  in  2002,  the  Little  Shubert  is 
the  first  new  theater  built  by  the  Shu- 
bert Organization  in  New  York  City 
since  1928,  when  the  Ethel  Barrymore 
opened  on  West  47th  Street,  na 
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Morgan's  Broadway  Baby 

By  James  Hunt 


Large  complex  banks  are  not  new. 
In  fact,  today’s  mammoth  institutions 
build  on  traditions  of  complexity  and 
service  that  began  more  than  a century 
ago.  Among  the  pacesetters  was  the 
Guaranty  Trust  Company  of  New 
York,  at  one  time  one  of  the  biggest 
banks  in  the  United  States.  Its  early 
history  illustrates  the  opportunities 
and  traditions  that  have  helped  shape 
American  commercial  banking. 

From  the  beginning  Guaranty  had 
big  plans.  On  April  13,  1864,  only  a 
few  weeks  before  Union  General 
Ulysses  S.  Grant  commenced  his  assault 
on  Robert  E.  Lee’s  Army  of  Northern 
Virginia  in  the  Wilderness  campaign, 
the  New  York  state  legislature  char- 
tered a new  corporate  entity  with 
broad  powers,  the  New  York  Guaranty 
and  Indemnity  Company.  Guaranty 
opened  its  office  in  Manhattan,  on 
lower  Broadway  near  the  New  York 
Stock  Exchange. 

After  several  decades  of  mixed  suc- 
cess and  failure,  another  New  York 
corporation,  the  Mutual  Life  Insur- 
ance Company,  perceived  the  special 
opportunities  presented  by  Guaranty’s 
charter.  In  1891,  it  acquired  control  of 
the  bank.  Mutual  Life  was  not  just 
any  insurer.  In  the  early  1890s  it  was 
the  largest  insurance  company  in  the 
world.  Guaranty’s  new  board  reflected 
the  high  status  and  expectations. 
Among  the  directors  were  Oliver  Har- 
riman,  Frederick  W.  Vanderbilt, 
Augustus  D.  J ui  1 Hard,  William  C. 


Whitney  and  Robert  Goelet,  all  promi- 
nent New  Yorkers.  They  planned  to  use 
the  broad  lending  authority  permitted 
by  Guaranty’s  charter  to  develop  new 
business,  especially  in  the  lucrative  field 
of  lending  on  Mutual’s  life  insurance 
policies.  Given  their  equally  strong 
interest  in  developing  trust  work,  the 
company  was  renamed  the  New  York 
Guaranty  and  Trust  Company  in  1896. 

A new  challenge,  however,  soon 
threatened  Guaranty’s  growth.  In 
1905,  future  Republican  presidential 
candidate  and  U.S.  Supreme  Court 
Chief  Justice  Charles  Evans  Hughes  led 
an  investigation  of  fraud  and  corrup- 
tion among  New  York  insurers. 
Hughes’  work  uncovered  outrageous 
salaries  to  executives,  bribery  of  public 
officials  and  sweeping  malfeasance  of 
policyholder  funds.  The  investigation 
produced  a spate  of  laws  that  prohib- 
ited insurance  companies  from  control- 
ling other  corporations.  This  meant 
Mutual  had  to  sell  its  Guaranty  stock. 

Divestiture  by  Mutual  Life,  how- 
ever, created  the  conditions  for  more 
lasting  success.  This  time,  the  impor- 
tant force  was  J.  Pierpont  Morgan. 
The  Morgan  intrusion  was  part  of  a 
grand  scheme  to  consolidate  New 
York  banking.  Morgan  wanted  to 
obtain  control  of  Guaranty  and  then 
enlarge  it  through  mergers.  With 
Guaranty  in  hand,  he  quickly  achieved 
combinations  with  Morton  Trust  and 
the  Fifth  Avenue  Trust,  both  headed  by 
Levi  P.  Morton,  a former  vice  president 


Guaranty  Trust  Company  headquarters  at 
140  Broadway,  New  York  City. 


of  the  U.S.  and  governor  of  New  York. 
Morton  objected  to  the  loss  of  his 
name  from  the  trust,  but  Morgan  con- 
vinced him  it  was  for  the  best:  “You 
will  become  associated  with  one  of  the 
great  financial  institutions  in  the 
world.  I’ll  make  that  stock  worth 
$1,000  a share.”  Years  later  — after 
Morton  and  Morgan’s  deaths  — Guar- 
anty stock  did  reach  that  plateau.  The 
mergers  left  Morgan,  George  Baker  of 
the  First  National  Bank  and  James 
Stillman  of  the  National  City  Bank  as 
the  controlling  figures  of  American 
commercial  banking. 

For  Guaranty,  they  also  produced 
several  years  of  spectacular  growth.  In 
1910  the  bank  possessed  assets  of 
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more  than  Si 50  million.  The  directors 
declared  a dividend  of  32  percent;  in 
1912  the  dividend  was  38  percent. 
The  blossoming  company  began  con- 
struction of  a spectacular  building  at 
Liberty  and  Broadway,  adjacent  to 
Wall  Street.  In  1912,  Guaranty- 
absorbed  another  bank,  the  Standard 
Trust,  an  acquisition  that  increased  its 
assets  to  almost  S250  million.  By  this 
time  the  board  of  directors  included 
financial  luminaries  George  F.  Baker, 
Henry  P.  Davison,  James  B.  Duke, 
Daniel  Guggenheim,  Thomas  W.  Lam- 
ont,  Thomas  F.  Ryan,  Harry  Payne 
Whitney  and  Albert  H.  Wiggin.  The 
overwhelming  presence  of  private  and 
national  bankers  reflected  the  desire  of 
their  banks,  which  were  legally  pro- 
hibited from  trust  activities,  to  have 
control  of  a state-chartered  trust. 

But  perhaps  the  most  important 
development  in  Guaranty's  early  his- 
tory was  the  outbreak  of  World  War  I, 
in  August  1914.  Before  the  war  Ameri- 
can railroads  and  other  large  industries 
depended  on  European  capital.  During 
the  long  years  of  war,  however,  the 
diplomatic  and  military  stupidity  of 
European  leaders  caused  a shift  in  the 
world’s  financial  center.  Guaranty,  with 
established  foreign  interests  and  solid 
connections  with  American  institutions 
interested  in  overseas  opportunities, 
contributed  significantly  to  placing 
American  and  New  York  power  above 
European  finance. 

Guaranty  acted  aggressively  even 
before  U.S.  entered  into  the  war  in 
April  1917.  Between  1914  and  1917  it 
provided  bank  services  to  Americans  in 
Europe,  propped  up  gold  supplies,  and 
financed  huge  amounts  of  grain  and 
cotton  shipped  to  Britain  and  France. 
In  1914,  Great  Britain  closed  its  banks 
for  four  days  and  declared  a morato- 
rium on  debt  payments  for  three 
months.  Yet  Guaranty’s  London  office 
never  closed  and  paid  gold  on  letters  of 
credit.  Guaranty  financed  the  purchase 
of  American  cotton  by  the  French  and 
British,  even  establishing  special  cotton 
offices  in  Liverpool  and  Havre. 


Between  1913  and  1925  it  financed 
more  cotton  exports  than  any  other 
U.S.  bank,  an  amount  that  exceeded 
half  the  entire  exported  crop.  Under  the 
Morgan  firm’s  direction.  Guaranty- 
joined  a massive  $500  million  loan  to 
Britain  and  France.  Guaranty  also 
made  loans  to  large  American  indus- 
tries, such  as  Remington  Arms  and 
Bethlehem  Steel,  which  produced  prod- 
ucts for  the  Allied  effort.  In  effect,  the 
bank  loaned  money  to  Britain  and 
France,  which  they  used  to  buy  goods 
from  American  companies,  while  the 
American  companies  expanded  using 
money  from  Guaranty. 

Guaranty’s  prominence  - and  its  sig- 
nificance for  American  banking  history 
— was  much  more  than  mergers,  sup- 
port from  leading  figures  in  American 
business,  and  a fortuitous  world  war. 
By  the  1920s,  its  sophisticated  organi- 
zation, huge  range  of  services,  and 
respectable  image  reflected  the  core  val- 
ues of  New-  York  commercial  banking. 

Guaranty  tried  to  impress  its  well- 
heeled  clients  with  an  atmosphere  of 
temple-like  dignity.  In  the  bank,  solem- 
nity was  demanded  of  employee  and 
visitor  alike.  There  was  a rule  for  every- 
thing. Loud  talking  was  expressly  pro- 
hibited, as  was  pushing  in  halls  and  ele- 
vators. Supervisors  told  workers  to 
examine  wastepaper  baskets  at  the  end 
of  the  day  to  be  sure  nothing  important 
was  thrown  away.  The  last  employee 
leaving  in  each  department  was 
required  to  turn  out  overhead  lights. 
Also,  employees  could  not  “work  with- 
out their  coats  in  any  place  visible  to 
the  public,  except  in  the  summer  time, 
and  then  only  under  rules  prescribed  by 
the  Chief  Clerk.”  A caste-like  distinc- 
tion operated  between  levels  of  staff. 
Officers  had  their  own  eating  areas. 
Employees  were  paid  in  cash  and  could 
not  hold  accounts  at  the  bank. 

Guaranty’s  awe-inspiring  office 
opened  in  1913  at  140  Broadway.  The 
gray  New  England  granite  exterior 
carried  forward  the  dignity  theme.  On 
the  main  floor  was  a gargantuan  bank- 
ing room,  roughly  100  feet  on  one  side 


and  135  feet  on  the  other,  flanked  with 
towering  Corinthian  columns  rising 
four  stories.  Guaranty  chose  French 
marble  for  the  walls  and  columns,  and 
marble  also  covered  the  floor,  which 
incorporated  mosaics  copied  from  the 
Vatican  and  Pompeii.  Massive  doors 
facing  the  street  contained  elaborate 
carvings  of  Greek  coins,  suggesting 
ancient  traditions.  Three  huge  chande- 
liers of  bronze  and  glass  hung  from  a 
blue  and  gold  ceiling. 

Even  the  spaces  out  of  public  view 
impressed.  In  the  basement  a polished 
steel  vault  held  millions  in  securities 
and  cash.  The  directors'  room  and  the 
president’s  office  perched  above  the 
main  entrance,  facing  Broadway. 
According  to  a company  historian  writ- 
ing in  the  1920s,  the  executive  area  was 
“designed  to  carry  out  the  effect  of 
strength,  simplicity  and  space  while  the 
detail  both  in  ornament  and  in  furnish- 
ing shows  the  same  restraint  in  color 
and  the  same  exquisite  workmanship 
that  one  would  expect  to  find  in  a 
beautiful  private  home.” 

Guaranty’s  sendees  showed  there 
was  substance  beneath  appearances. 
Guaranty  dabbled  in  securities  since 
the  early  years  of  the  century,  but  real 
development  of  this  business  did  not 
occur  until  after  1915,  when  a talented 
young  man  — Harold  Stanley  — came 
to  the  company.  Eventually  Stanley 
joined  the  J.P.  Morgan  firm  and  helped 
found  Morgan  Stanley  in  the  1930s. 
Before  1920,  operating  within  Guar- 
anty’s bond  department,  Stanley’s  secu- 
rities group  participated  in  interna- 
tional and  government  issues,  as  well  as 
offerings  of  public  utilities,  industrial 
and  railroad  concerns.  In  1920,  the 
bank  formed  the  Guaranty  Company 
of  New  York,  a wholly  owned  securi- 
ties subsidiary.  The  Guaranty  Com- 
pany responded  aggressively  to  the  new 
retail  securities  market  by  opening  27 
offices  throughout  the  U.S. 

During  the  1920s  Guaranty,  led  by 
Stanley,  purchased,  distributed  and 
marketed  original  securities  issues.  It 
participated  in  selling  syndicates  for  the 
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Interior  view  of  Guaranty  Trust 
Company  of  New  York’s  building  at 
140  Broadway,  which  opened  in  1913. 


equity  securities  that  were  revolutioniz- 
ing American  finance.  It  provided 
information  to  investors.  The  official 
policy  was  that  “every  customer... shall 
have  a carefully  studied  financial  plan, 
shall  own  none  but  sound  investments, 
and  that  these  investments  shall  be 
wisely  diversified  as  to  type  and  matu- 
rities, and  possess  yields  as  high  as  is 
consonant  with  safety  of  principal.” 

Despite  offering  a wide  breadth  of 
services,  Guaranty  retained  the  cus- 
tomer-oriented focus  of  a smaller  insti- 
tution. Its  officers  operated  as  models 
of  commercial  relationship  banking. 
Attention  to  detail  and  the  cultivation 
of  long-term  customers  were  their  hall- 
marks. The  officers’  work  included  an 
impressive  array  of  domestic,  foreign, 
fiduciary  and  securities  banking. 
Domestically,  Guaranty  organized  ser- 
vices geographically,  generally  follow- 
ing the  boundaries  of  the  branches  of 
the  Federal  Reserve.  The  bank  assigned 
officers  regional  territories  so  as  to 
facilitate  specialized  customer  service. 

Guaranty  attracted  wealthy  deposi- 
tors, including  future  president  Franklin 
D.  Roosevelt,  but  concentrated  on  ser- 
vice to  business.  As  its  promotional  lit- 
erature boasted,  “Beginning  with  the 
organization  of  a corporation,  and  at 
each  later  stage  in  its  existence,  this 
Company  can  aid  in  the  safe  and  expe- 
ditious transaction  of  every  phase  of 
present-day  business.” 

Guaranty  handled  deposit  accounts, 
notes,  bond  coupons  and  commercial 


paper.  It  employed  shipping  experts 
skilled  in  dealing  with  bills-of-lading  for 
goods  entering  New  York.  It  provided 
information  about  creditworthiness. 
The  bank  made  secured  and  unsecured 
loans,  using  stocks  and  bonds,  drafts 
drawn  on  foreign  countries,  and  staple 
commodities  as  collateral.  Guaranty 
developed  an  extensive  business  assist- 
ing other  banks.  It  collected  credit 
instruments,  dealt  in  acceptances  and 
securities,  served  as  a trustee,  accepted 
deposit  accounts,  issued  letters  of  credit, 
and  provided  meeting,  library  and  sec- 
retarial services  for  visiting  bankers. 

Guaranty  also  offered  international 
banking  through  its  five  overseas  offices 
and  correspondent  banks  around  the 
world.  The  sun  never  set  on  its  empire. 
Individuals  could  maintain  accounts  in 
the  Guaranty’s  foreign  offices  and 
obtain  letters  of  credit  and  travelers’ 
checks.  For  businesses,  the  bank  col- 
lected bills  drawn  on  foreign  customers 
in  dollars  or  foreign  currencies.  It 
arranged  loans,  especially  on  com- 
modities, facilitating  the  shipment  of 
goods  across  national  boundaries.  The 
company  provided  services  regarding 
foreign  exchange  and  gold  and  silver.  It 
issued  commercial  letters  of  credit  as 
a means  of  financing  imports  and 
exports.  It  acted  as  an  agent  in  the  U.S. 
for  foreign  governments  and  corpora- 
tions, including  Lenin’s  Soviet  Union. 

Guaranty’s  largest  work  was  trust 
business,  which  in  the  1920s  employed 
more  than  600  persons.  It  sold  trust  ser- 
vices, from  probate  to  payment  of  taxes, 
to  individuals  acting  as  trustees  and 
executors  under  wills.  The  bank  proudly 
proclaimed  its  conservative  approach  to 
trust  management:  “Constant  and  close 
watch  is  kept  over  the  investments,  and 
no  effort  is  spared  in  safeguarding  such 
funds.”  Guaranty  also  performed 
trustee  duties  for  corporations,  serving 
as  fiduciary  for  public  utilities,  railroads 
and  mines.  It  issued  mortgage  bonds, 
collateral  trust  bonds,  convertible 
bonds,  debenture  bonds,  notes  and 
income  bonds.  The  bank  was  escrow 
and  transfer  agent  on  complex  matters, 


paid  coupons  and  matured  bonds,  and 
prepared  and  paid  federal  income  taxes. 
Guaranty  provided  similar  services  to 
state  and  local  governments. 

The  enormous  variety  of  tasks  turned 
its  New  York  offices  into  miniature 
cities.  Daily  mail  poured  into  the  bank 
in  flood-like  quantities.  There  were 

130.000  pieces  a month  just  from  out- 
side the  U.S.  Staff  prepared  over  7,000 
pieces  of  mail  to  foreign  addresses  daily 
and  placed  them  on  departing  ships.  The 
company  employed  15  persons  whose 
only  job  was  to  translate  and  compose 
documents  in  27  languages.  Forty  mes- 
sengers, a corps  of  56  security  officers, 
signature  checkers  and  printers  carried 
out  other  essential  tasks.  Eighteen  tele- 
phone operators  manned  the  largest 
switchboard  of  any  bank  in  the  world, 
handling  more  than  12,000  calls  each 
working  day.  Guaranty  employees 
wrote  and  distributed  The  Guaranty 
Survey , a monthly  devoted  to  analyses 
of  financial  developments  around  the 
world,  and  The  Guaranty  News , which 
contained  information  for  employees 
and  customers  about  the  bank.  Guar- 
anty even  maintained  a large  library  of 

20.000  volumes  and  subscribed  to  more 
than  400  periodicals. 

By  the  1920s  Guaranty  employed 
more  than  3,000  people.  It  offered 
unusual  working  conditions,  including 
an  above  average  scale  of  wages.  Wel- 
fare capitalism  reached  full  flower  in 
this  bastion  of  international  capitalism. 
Employees  could  become  students  in 
the  Educational  Department,  which 
featured  lectures  on  banking  and 
investment.  The  Guaranty  Club  spon- 
sored social,  athletic  and  educational 
activities.  The  Club  administered  a 
“thrift  fund”  composed  of  employee 
investments.  This  reflected  the  com- 
pany’s desire  to  have  employees  “who 
have  the  peace  of  mind  and  self-respect 
that  result  from  savings.”  [See  related 
article,  page  28] 

The  bank  provided  annual  physical 
examinations  and  a resident  physician 
and  nurse  gave  free  medical  care  at  the 
fully-equipped  hospital  in  the  main 
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office.  The  company  maintained  a 
“Country  House”  outside  the  city  for 
people  recovering  from  illness.  Another 
benefit  was  a pension  system,  inaugu- 
rated in  1914.  The  main  office  housed 
a restaurant,  which,  contrary  to  the 
claims  of  economists,  gave  free  lunches 
to  all  employees  and  breakfast  and  din- 
ner to  employees  working  before  or 
after  hours.  Employees  could  even  visit 
a company  store,  which  sold  meat,  but- 
ter, eggs,  flour,  canned  goods,  tobacco 
and  fruit  at  less  than  market  prices. 

Between  its  small  but  ambitious 
beginnings  in  1864  and  the  1920s 
Guaranty  Trust  became  one  of  the 
world's  most  important  banking  insti- 
tutions. After  1891  the  bank  was 
linked  to  powerful  names  in  global 


The  Playboy  and  the  Radium  Girls  (Part 

continued  from  page  13 

effects.  Moyar  protested,  “I  have 
taken  as  much  or  more  radium  water 
of  the  same  kind  as  Mr.  Byers  took, 
and  1 am  5 1 years  old,  active  and 
healthy.”  He  insisted  that  Byers  had 
succumbed  to  “a  combination  of 
blood  diseases  which  had  induced 
gout.”  Bailey,  who  acknowledged 
drinking  “more  radium  water  than 
any  man  alive,”  did  not  believe  that 
his  product  had  caused  Byers’s  death. 
Moyar  lived  to  about  age  62,  and 
Bailey  died  at  the  age  of  64  from 
bladder  cancer.  By  1930s  standards, 
both  of  these  men  were  relatively  old 
when  they  died.  It  is  interesting  to 
note,  however,  that  when  Bailey’s 
body  was  exhumed  20  years  after  his 
death,  it  was  found  to  be  highly 
radioactive.  Neither  man  was  ever 
prosecuted  for  their  part  in  the 
demise  of  Eben  Byers. 

It  took  the  death  of  a prominent 
socialite  to  end  the  dangerous  practice 
known  as  mild  radium  therapy,  but 
the  dangers  of  radium  in  the  work- 
place, which  were  well  documented  in 


enterprise,  including  J.P.  Morgan.  Its 
international  activities  were  perfectly 
timed  to  contribute  to  the  transfer  of 
financial  power  to  the  U.S.  from 
Europe  during  World  War  I. 

By  the  1920s  Guaranty’s  profes- 
sional image  and  comprehensive 
range  of  banking  services,  including 
in  the  booming  field  of  equity  securi- 
ties, suggested  the  broader  future  of 
commercial  banking.  Guaranty’s  rise 
- in  the  short  span  of  three  decades  - 
earned  it  a prominent  place  in  Amer- 
ican banking  history.  Its  success  had 
a more  permanent  impact:  In  1958- 
1959  Guaranty  merged  with  J.P. 
Morgan,  creating  the  Morgan  Guar- 
anty Trust  Company  of  New  York, 
predecessor  to  the  modern  banking 


1:  The  Playboy) 


the  1920s  case  of  the  Radium  Girls, 
would  continue  to  pose  health  hazards 
to  the  working  class  for  decades.  We 
will  take  up  that  story  (Part  2:  The 
Radium  Girls)  in  the  next  issue  of 
Financial  History,  H3 


Brian  Grimier  is  a professor  at  F.ast- 
ern  Washington  University  and  a 
member  of  Financial  History’s  editor- 
ial hoard.  Dr.  Dan  Cooper  is  the  pres- 
ident of  Active  Learning  Technologies. 
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“From  a small  seed  a mighty  trunk 
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Biography  of  the  Dollar:  How  the  Mighty  Buck 
Conquered  the  World  and  Why  It’s  Under  Siege 


By  Craig  Karmin 
Crown  Business,  New  York,  2008 
263  pp.  with  bibliography  and  index 
Reviewed  by  Gregory  DL  Morris 


BIOGRAPHY 

OF  THE 

DOLLAR 


The  central  thesis  of  this  book  will 
warm  the  cockles  of  the  heart  of  any 
believer  in  sound  money.  Craig  Karmin, 
a reporter  for  the  Money  & Investing 
section  of  The  Wall  Street  Journal  since 
1999,  shows  more  perspicacity  than  the 
decade  he  has  at  the  Journal.  Specifi- 


cally he  dedicates  seven  full  pages  to 
Paul  Volcker’s  hard-fought  triumph 
over  inflation  in  the  early  1980s. 

Karmin  also  notes  that  Volcker 
changed  the  mechanism  by  which  the 
Federal  Reserve  manages  the  econ- 
omy: instead  of  adjusting  interest  rates 
directly,  the  Fed  shifted  to  a less  direct 
loosening  or  tightening  of  the  money 
supply.  This  gave  it  some  “political 
cover,”  he  writes,  but  also  let  market 
forces  have  more  say.  At  a time  when 
the  Fed  is  under  intense  scrutiny  for  its 
intervention  in  the  Bear  Stearns  col- 
lapse, it  is  well  to  remember  that  the 
overall  trend  at  the  central  bank  has 
been  to  back  away  from  a direct  hand 
on  the  levers  of  the  economy. 

The  author  also  goes  into  some 
detail  on  the  recent  history  of  the  dol- 
lar’s role  as  world  currency  from  the 
Bretton  Woods  Agreement  of  1944  to 
President  Nixon  taking  the  United 
States  off  the  gold  standard.  Far  from 
undermining  the  dollar,  Karmin  argues 
compellingly  that  going  off  gold  unfet- 
tered the  greenback  and  led  directly  to 
its  peak  status  through  the  1990s. 

Freeing  the  dollar  from  its  golden 
shackles  was  only  the  culmination  of  its 


ascent,  according  to  Karmin.  “By  the 
end  of  the  Second  World  War,  the  dol- 
lar had  emerged  victorious,”  he  writes. 
“The  greenback  towered  over  all  other 
currencies  like  none  before  it.”  He 
acknowledges  that  the  other  major 
industrial  economies  of  the  world  lay 
shattered,  but  makes  a strong  case  that 
the  formation  of  the  Fed  in  1911  and 
the  work  of  internationalist  interests  in 
big  business  and  government  from  the 
late  1 800s  put  the  dollar  in  position  to 
seize  the  moment  in  1945. 

Those  good  times  could  not  last,  and 
Karmin  notes  that  concerns  for  the  dol- 
lar and  the  Bretton  Woods  structure 
pegging  the  greenback  to  35  for  an 
ounce  of  gold  emerged  in  1958.  From 
there  it  was  a steady  decline  due  to  the 
cost  of  social  programs  at  home  and 
military  adventurism  abroad  to  NLxon’s 
action  in  1971.  Likewise,  that  unfetter- 
ing, plus  Volcker’s  courage  and  stead- 
fastness a decade  later,  set  the  stage  for 
the  dollar’s  domination  of  the  1990s. 

And  so  the  cycle  turns.  Karmin 
offers  some  interesting  sidelights  exam- 
ining Ecuador’s  unilateral  dollariza- 
tion, and  also  exploring  the  less  formal 
but  no  less  important  links  between  the 


TRIVIA 

QUIZ 

How  much  do  you  know 
about  financial  history ? 

By  Bob  Shabazian 


1.  What  event  was  known  as  the  “Western  Blizzard”  on 
Wall  Street? 

2.  Who  founded  the  Bank  of  the  Manhattan  Company 
in  1799? 

3.  Joseph  A.  Bear  and  Robert  B.  Stearns  were  two  of  the 
three  founders  of  Bear  Stearns  in  1923.  Who  was  the 
third  founder? 

4.  Other  than  gold,  what  did  Fort  Knox  store  during 
World  War  II? 

5.  What  were  the  bonds  issued  to  finance  the  U.S.’s 
involvement  in  World  War  I called? 
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U.S.  currency  and  rhe  South  Korean 
won.  The  author  finishes  with  some 
insight  on  the  future  of  the  dollar.  A 
necessary  step,  but  given  the  nature  of 
books  versus  real-time  events,  one  that 
is  likely  to  become  academic. 


Two  less  necessary  steps  open  the 
book:  a gushy  first  chapter  on  global 
currency  trading,  and  an  interesting  but 
overly  simplistic  chapter  on  the  Bureau 
of  Engraving.  Both  are  written  in  an 
overly  chatty  style,  and  the  first  is  just 


breathless  with  excitement  over  the 
fast-paced  24/7  world  of  currency  trad- 
ing. Readers  of  this  magazine  will  do 
well  to  skip  straight  to  chapter  three 
and  get  into  the  meat  of  matter,  mi 


Predictably  Irrational: 

The  Hidden  Forces  That  Shape  Our  Decisions 


By  Dan  Ariely 

HarperColhns , New  York,  2008 
280  pp.  with  credits,  notes, 
bibliography  and  index 
Renewed  by  Gregory  DI.  Morris 

If  two  points  determine  a line, 

THEN  POP  ECONOMICS  HAS  ARRIVED. 
Of  course  point  number  one  was 
Freakanomics,  rhe  fresh  and  frisky 
2005  book  by  University  of  Chicago 
economist  Steven  Levitt  and  New  York 
Times  journalist  Stephen  J.  Dubner 
(reviewed  in  issue  85,  p.  35).  Point 
number  two  is  this  effort.  The  irony  of 
pop  economics  is  that  the  term  sounds 
like  a contradiction,  but  it  really  ought 
to  be  a redundancy.  As  the  dismal  sci- 
ence, one  that  issues  beige  books,  eco- 
nomics could  not  be  farther  removed 
from  everyday  getting  and  spending 
for  real  people  who  work  for  a living. 


But  that  is,  in  fact,  what  it  is  supposed 
to  study.  In  applying  business  princi- 
ples to  drug  gangs  (Levirt/Dubner)  and 


how  people  respond  to  marketing 
(Ariely),  these  authors  have  done  a ser- 
vice to  the  democracy  of  economics. 

Indeed  when  Ariely  sticks  to  straight 
econ,  he  does  well.  The  first  few  chap- 
ters are  sound  explorations  of  real-life 
situations  and  how  economic  decisions 
are  made  well  or  poorly.  In  one 
instance  he  explores  how  print  and 
online  subscriptions  to  the  Economist 
are  sold.  In  doing  so,  Ariely  uncovers 
the  decoy  value.  He  reminds  us  that  rhe 
human  brain  needs  to  make  compar- 
isons like  to  like.  Often  a false  option  is 
introduced  to  make  one  other  option 
look  better.  It  drives  magazine  sales, 
housing  purchases  and  even  dating. 

In  another  instance  Ariely  revisits 
the  idea  of  creating  the  perception  of 
need  or  quality  through  pricing  and 
marketing.  He  derails  how  an  unac- 
ceptable commodity,  black  pearls, 


6.  The  S&lP  500  is  one  of  the  major  indices  used  to 
measure  market  activity.  Before  it  became  the  S&P 
500,  what  was  the  name  of  this  index? 

7.  Much  has  been  written  about  the  difference  between 
“corrections”  and  “bear  markets”  recently.  What  for- 
mula generally  applies  to  each? 

<S.  What  was  the  initial  value  of  the  Dow  Jones  Industrial 
Average  when  it  was  first  published  in  1896? 

9.  How  many  ridges  are  there  around  the  edge  of  a dime? 

10.  Shortly  after  JP  Morgan  Chase  offered  to  buy  Bear 
Stearns  for  S2  a share  recently,  someone  taped  a 
$2  bill  on  the  New  \ork  headquarters  door  of  the 
latter  firm.  Whose  portrait  appears  on  the  front  of 
the  $2  bill? 


continued  on  page  ? 9 
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H.R.  Harmer,  Inc.  and  Archives  International,  LCC  are  proud  to  present 
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June  2nd,  3rd  and  4th,  2008  in  Bethel,  Connecticut 

This  is  the  third  sale  of  archival  material  from  the  fabled  archives  of  the  American  Bank  Note 
Company  and  its  predecessor  companies  that  we  have  had  the  honor  to  disperse  in  the  last  1 4 
months.  We  are  in  the  process  of  finishing  up  the  catalog  and  anticipate  close  to  2,700  lots  of 
Foreign  and  U.S.  banknotes,  vignettes,  scripophily,  philatelic  material  and  security  printing 
ephermera  that  will  be  included  in  this  historic  sale.  Additionally,  this  sale  will  include  a signifi- 
cant number  of  disovery  pieces  new  to  the  collecting  community.  Here  are  a few  highlights: 

• Over  1,000  lots  of  specimen,  proof  & issued  stocks  & bond  incud ing  railroads,  mining, 
foreign,  aviation,  banking  and  numerous  interesting  and  exciting  scripophily  items 

• $1,000  4th  issue  U.S.  Liberty  Loan  Bond  from  1918  & many  other  U.S  Fed.  Bond  items 

• Extremely  rare  500,000  Pound  Sterling  issued  & un  cancel  led  Russian  Government 
Bearer  bond  from  1917 

• 360+  lots  of  worldwide  scripophily  are  included  with  over  60  lots  of  Canada  stocks  & 
bonds,  30+  lots  of  Cuba  scripophily,  1 1 different  government  & city  bonds  from 
France,  60+  lots  of  Mexico  stocks  & bonds,  19  different  Poland  government  bonds 

• 220+  lots  of  mining  scripophily  including  over  60  Alaska  stocks  & bonds  w/new 
discovery  pieces 

•Close  to  200  lots  Security  Printing  ephemera,  vignettes  & misc.  items  MB3SMS 

• Early  Michigan  mining  stocks 

For  more  information  and  a preview  of  these  rare  & unique  items 

www.abnharmerauctions.com 

Please  email  Dr.  Robert  Schwartz  at  Robert@abnharmerauctions.com 
to  be  included  on  the  auction  update  email  list. 

Phone:  1-203-702-8490  • Toll  Free:  1 

H.R.  Harmer,  Inc. 

5 Francis  J.  Clarke  Circle 
Bethel,  CT  06801-2845 
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Catalogs  will  be  available  beginning  May  2008. 
$30  ea.  plus  postage.  Call  to  reserve  your  copy 
of  this  popular  catalog  and  future  reference  work. 


INTERNATIONAL  BOND  & SHARE  SOCIETY 


encouraging  Scripophily  since  1078 


The  Directory  Scripophily 

A Membership  A twice-yearly 

and  Dealer  magazine  with 


directory,  with 
full  listings  tor 
the  U.S.A., 

U.K.,  Germany 
and  40  other 
countries. 
Published 

annually 


40+  illustrated 
pages  of  U.S., 
European  and 
world  news, 
research, 
auctions,  and 
a diary  of 
coming  events 


Meetings 

Antwerp,  Belgium,  and  Virginia,  U.S.A. 

New  Website  Under  Construction 

With  Members-only  Section 


FOR  INFORMATION 


U.S.A. 

Max  Hensley 
520  Madison  Street 
San  Antonio  TX  78204 
Tel:  ( + 1)  650  773  4125 
President@scripophily.org 

REST  OF  THE  WORLD 

Philip  Atkinson 

167  Barnett  Wood  Lane 

Ashtead 

Surrey  KT21  2LR  UK 

Tel:  ( + 44)  (0)1372  276787 

Secretary@scripophily.org 
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was  reinvented  as  an  ultra-luxury 
item.  That  leads  into  a discussion  of 
imprinting,  or  first  impressions. 
These  are  so  resilient  that  they  are 
called  anchors.  In  an  enlightening 
analysis  Ariely  shows  how  individu- 
als can  become  their  own  crowd, 
following  themselves  in  repeating 
buying  behavior. 

Hie  most  interesting  chapter  is  a 
discussion  of  free,  or  as  Ariely  always 
writes:  “FREE!”  He  does  that  to 
make  a point.  That  free  is  not  just 
another  price,  or  not  just  another  dis- 
count, it  is  a whole  other  place.  In 
one  experiment,  children  on  Hal- 
loween are  given  three  chocolate 
kisses,  and  then  given  the  option  of 
also  getting  a small  candy  bar  for 


nothing,  or  trading  one  kiss  for  a 
large  bar.  The  net  gain  is  clearly  bet- 
ter trading  for  the  large  bar,  but  most 
kids  take  the  free  small  bar.  Adults  do 
no  better:  most  people  take  a free 
$io  gift  certificate  rather  than  pay  $7 
for  a $10  gift  certificate,  even  though 
the  net  gain  for  the  latter  is  obvious. 

From  these  and  other  investiga- 
tions Ariely  concludes  that  the 
rational  market  forces  which  are 
supposed  to  drive  our  financial 
decisions  are  at  best  faulty  or  at 
worst  non-existent.  He  argues  that 
humans  are  not  only  irrational,  not 
just  consistently  irrational,  but  pre- 
dictably irrational.  Thus  we  are 
exploited.  Where  this  train  runs  off 
the  track  is  that  the  author  then 


suggests  a slew  of  government  con- 
trol meant  to  save  us  from  our  now- 
documented  worst  tendencies.  Pop 
economics  has  metamorphosed  into 
social  welfare  theory. 

To  be  fair,  Ariely’s  results  seem  to  be 
robust  — repeatable,  and  predictive. 
They  should  be  taken  under  considera- 
tions by  business  leaders,  legislators 
and  regulators.  And  in  the  marketplace 
of  ideas,  whether  or  not  it  is  fully  func- 
tional, any  author  is  free  to  propose 
grand  salvations  for  humankind.  But  a 
moment’s  reflection  recalls  H.  L. 
Mencken’s  note,  “an  idealist  is  some- 
one who,  on  noticing  that  a rose  smells 
better  than  a cabbage,  concludes  that  it 
will  also  make  better  soup,  na 
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MUSEUM 

OF  AMERICAN 

FINANCE 

The  Museum  of  American  Finance, 
an  affiliate  of  the  Smithsonian  Institution, 
is  the  only  independent  public  museum  dedicated 
to  capitalism,  entrepreneurship  and  free  enterprise. 
It  celebrates  and  teaches  the  power  of  a democratic 
free  market  economy  to  better  the  financial  lives  of 

individuals,  companies  and  nations. 

48  Wall  Street,  New  York  City. 

Open  Tues  - Sat.  10am  - 4pm 
Admission:  $8  adults; 

$5  Students/Seniors;  Kids  under  6 free. 

For  further  information,  please  contact  the 
Museum  at  212-908-4110 
or  visit  our  website,  financialhistory.org 


IT’S  YOUR  BUSINESS. 

Join  the  Museum’s 

Corporate  Membership  Program 

Put  your  company’s  support  behind  the 
Museum’s  work  to  teach  financial  empowerment 
using  the  lessons  of  financial  history 

Corporate  memberships  can 
include  the  following  benefits; 

• Free  admission  for  employees  and  their  guests 

• Private  tour  of  the  Museum  for  up  to  50  people 

• Acknowledgment  on  the  Museum’s  website, 

in  Financial  History  magazine,  and  in  all  other 
relevant  publicity 

• Special  invitations  to  Museum  openings  and  events 

• Opportunity  to  rent  Museum  spaces 

For  information,  please  contact 
Director  of  Development  Jeanne  Driscoll  at  212-908-4694 
or  jdriscoll@financialhistory.org 


Become  a Smithsonian  Affiliate  Member 


The  Museum  of  American  Finance,  an  Affiliate  of  the  Smithsonian  Institution,  rewards  its  members  at  contributing  levels  with  all 
the  benefits  of  regular  Museum  membership,  plus  the  benefits  of  membership  in  the  Smithsonian. 

Smithsonian  Benefits 

• 12  issues  of  Smithsonian  magazine 

• 10%  discounts  on  shopping  and  dining  when  you  visit  the  Smithsonian 
and  on  all  purchases  from  SmithsonianStore.com 

• 20%  discount  on  publications  from  Smithsonian  Books 

• Affiliate  membership  card 

• Exclusive  international  and  domestic  travel  programs  and  study  tour 
opportunities  from  Smithsonian  Journies 

• Access  to  a special,  members-only  website  at 
http://affiliations.si.edu/members 

• Free  admission  to  the  Cooper-Flewitt  National  Design  Museum  in  New  York 

Finance  Museum 

• 4 issues  of  Financial  History  magazine 

• 10%  discount  in  Museum  Shop 

• Free  admission  for  you  and  a guest 

• Membership  card 

• Advance  notice  of  Museum  events 

• Invitations  to  exhibit  openings  and  members-only  events 

To  become  a Smithsonian  Affiliate  Member,  please  send  a check  for  $150  payable  to  “Museum  of  American  Finance, 

Membership  Department,  48  Wall  Street,  New  York,  NY  10005.  All  hut  $44  of  your  contribution  is  tax-deductible. 
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We  Buy,  Sell,  & Auction 


COINS  - PAPER  MONEY  - STOCKS  & BONDS  - AUTOGRAPHS 

Whether  you  wish  to  buy.  sell,  or  auction,  we  arc  always  prepared  to  provide  you  with  the  highest  level  of  expertise  and  serv- 
ice. II  you  are  thinking  of  selling,  or  consigning  your  collection  to  an  auction,  do  what  many  leading  dealers  and  collectors 
have  done.  Contact  Spink  Smythe  for  competitive  prices  and  prompt,  professional  service.  People  choose  us  because  they 
recognize  that  there  are  no  substitutes  for  our  decades  of  numismatic  experience,  our  first-class  numismatic  research  facil- 
ities, our  world-class  catalogs,  and  our  unquestioned  reputation  for  integrity. 


# & f 


SPINK 

FOUNDED  1 6 6 6 
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For  More  Information  Please  Contact  Our  Experts 


2 Rector  St,  1 2th  FI.,  NY,  NY  1 0006  800-622- 1 880  info(®smytheonline.com  smytheonline.com 


Museum  of  American  -FinancK 


is  Now  Open  at  48  Wall  Street, 
New  York  City 


Open  Tuesday  - Saturday,  io  am  - 4 pm 

212-908-4110 

www.financialhistory.org 


